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The Costs of Environmental 
Regulation in Asia: 

Command and Control versus 


Market-based Instruments 
A. Markandya 





Abstract. Environmental regulation has been widely applied in Asia, with many 
governments introducing command and control (CAC) policies to control the levels of 
industry emissions. This paper first examines the effectiveness of different 
environmental regulations in Asia. It then examines the cost effectiveness of CAC 
regulations compared to market-based instruments (MBIs) by evaluating the cost 
differences between regulation strategies currently employed and the least-cost 
solution for air and water pollution regulation in the People’s Republic of China, 
India, Pakistan, and Philippines. The paper concludes that MBIs have a clear cost 
advantage over CAC regulations and that there are considerable gains to be made 
from moving to a least-cost solution. Finally, the institutional reforms needed to 
facilitate the implementation of market-based instruments are discussed. 





Introduction 


s the fastest growing region in the world, Asia has witnessed a remarkable 
increase in the level of economic activity over the last quarter century. 
Inevitably this has been accompanied by increases in emissions of pollut- 
ants, with the industrial, energy, and transportation sectors being responsi- 
ble for both the largest increases in output as well as environmental pollution. In the 
early years of development, policymakers paid little attention to the environment. 
Economic growth was the priority and imposing any restraints on that growth was 
seen as erroneous. Of course some controls on emissions were introduced, but the 


A. Markandya is professor of economics at the University of Bath. This paper is adapted from a background paper 
prepared for the Asian Development Bank (ADB) "Study on Emerging Asia". The author would like to thank the 
reviewers of that paper for comments; three anonymous referees of the Review for detailed suggestions, which have 
improved the final version of the paper; and the ADB for the chance to carry out the research reported here. 


Asian Development Review, vol. 16, no. 1, pp. 1-30 © 1998 Asian Development Bank 


2 Asian Development Review 


level of effort that went into environmental regulation remained very low. The same 
applied to investments in infrastructure, in clean technology, and in the collection 
and treatment of industrial wastes. The public sector simply did not treat this as a 
priority category and the incentives on the private sector to undertake such invest- 
ments remained weak or nonexistent. | 

As a number of the economies in Asia have increased industrial output by more 
than tenfold since the late 1960s,:the realization that environmental protection is not 
a luxury but a necessity has become clear to policymakers. Health concerns about 
emissions in air, water, and soil have increased substantially in recent years. As a re- 
sult, governments have introduced a number of measures to control pollution and to 
treat such wastes. The underlying philosophy behind the measures has been a -“‘com- 
mand and control" (CAC) one: polluters are required to adopt certain cleaner tech- 
nologies, or to meet specified standards for emissions. But, as this paper shows, these 
measures have been much less successful than was hoped. Weak enforcement (few 
inspectors, small fines, and corruptible officials) as well as widespread exemptions 
are responsible for this state of affairs. Furthermore, the “polluter pays" principle, 
under which the party responsible for generating the pollution should pay for any 
measures to reduce or eliminate it, has not been generally observed. In many in- 
stances polluters asked for and received subsidies to install cleaner technologies and 
to control and treat wastes. In following these policies, it is important to note that the 
Asian countries are only doing what has been the standard practice in many countries 
of the Organisation for Economic Co-operation and Development (OECD). The 
latter were more successful in their strategy for a number of reasons, the foremost of 
which are better enforcement and monitoring. But the OECD countries are increas- 
ingly realizing that CAC measures are not sufficient and a shift to “market-based in- 
struments” (MBIs) is notable in almost all countries. 

These MBIs are measures that use fiscal incentives to obtain the desired reduc- 
tion in emissions, rather than impose rigid technological and physical constraints on 
the polluters. The main reason for this shift in the advanced economies has been the 
realization that CAC solutions have been very costly in terms of resources. Making 
all polluters face the same regulations allows for little flexibility in meeting a target 
level of environmental quality. In the United States and elsewhere this became 
apparent as the environmental standards. that had to be met have risen, and as the cost 
of meeting those standards, in terms of less industrial activity and more unemploy- 
ment has become more evident. 

Initially the prevalent view was that market-based instruments were too sophis- 
ticated to be used in less developed economies. After all, it was argued, they had not 
proved themselves in developed economies, so how could they be expected to work 
in circumstances where markets were less well developed? While there is some truth 
in the view that MBIs for environmental regulation are evolving everywhere rather 
than being applied from an established blueprint, there is no justification in the view 
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that this-evolution should not take place in developing countries at the same time it 
‘does in industrialized countries. In some respects the imperative for using such in- 
struments is even greater in the former. These countries can ill afford the higher costs 
of CAC strategies, and they have even less capacity for the larger enforcement infra- 
structure that CAC policies require. As this paper shows, many Asian societies are 
simply not accustomed to using litigation and court procedures to enforce pollution 
standards. Indeed there are some initial attempts:to use and develop. MBIs for envi- 
ronmental regulation in Asia (see Markandya 1997 for details). 

The paper is organized as follows. The second’ section looks at the scope for 
cost savings and environmental improvements that can be attained through a policy 
of reducing subsidies to economic activities that cause environmental degradation. 
Overall estimates of the amounts of these subsidies and of the environmental dam- 
ages they cause PIOUS some strong evidence of the scope for both environmental 
improvement ant cost savings by this route. It is also important, however, to insert a 
note of caution. "here are cases where subsidies are environmentally beneficial and, 
in order to make à full assessment of the impacts of such subsidies, it is necessary to 
look at economywide impacts, not just at the impacts in the sector receiving them. 

The third section focuses on specific cases of regulation of air and water pollu- 
tion. It examines the costs of meeting certain air pollution controls for various pollu- 
tants (sulfur dioxide [SO;], particulate matter [PM],. nitrogen oxide [NO,], carbon 
monoxide [CO], and hydrocarbons [HC]). It also reviews the costs of policies in the 
water sector to reduce water effluents in the form of chemical oxygen demand 
(COD), biological oxygen demand (BOD), and total suspended solids (TSS). The 
studies draw on data from People's Republic of China (PRC), India, Pakistan, and 
Philippines. With more data this kind of analysis can be extended to other countries, 
but the basic message is clear from the studies quoted—in most cases, major 
savings are possible by moving to a more market-based approach in environmental 
regulation. 

Finally, the fourth section discusses the institutional reforms required to make 
this shift and concludes the paper. 


Potential for Reducing Environmental Damage 
through Reduction in Subsidies 


What Constitutes *Market-based Policies"? 
The pursuit of market-based policies is driven by the need for cost efficiency; 


they allow environmental quality standards to be met at a lower cost than policies 
based on direct regulation. The issue, of course, is an empirical one. How much do 


4 Asian Development Review . 


market-based policies save in economic costs compared to CAC policies? In this 
section the empirical magnitude of these savings is estimated and analyzed. 

In looking at market-based policies for environmental regulation it is important 
to cast the net widely. Conventionally, one includes emissions charges, tradable per- 
mits, and other incentives that encourage enterprises with relatively low abatement 
costs to undertake pollution reduction measures. While it is certainly important to 
look at such instruments, it is equally important to look at other market-based re- 
forms that can yield improvements in economic performance as well as environ- 
mental amelioration. Prominent among so-called “win-win” policies is the removal 
of subsidies to economic activities that are environmentally harmful. Going beyond 
subsidies, there are also possibilities of increasing the taxation of environmentally 
harmful emissions arising from the use of fossil fuels. The taxes collected provide 
much needed revenue for environmental investments at the same time directly im- 
prove the environment.’ 

This paper does not provide a review of the empirical scope for all such “win- 
win" policies. In particular, it does not cover the taxation of fossil fuels and other en- 
vironmentally harmful taxes. The issues involved in making an evaluation of the 
economic gains and losses are complex and require the use of intersectoral models of 
the economy. The construction of such models, along the lines of Capros et al. 
(1996) is certainly desirable but beyond.the scope of this paper.” 


Cost Savings from Policy Reforms 


As Markandya (1994), Panayotou (1996), and others have pointed out, remov- 
ing or phasing out costly subsidies that distort the economy and cause environmental 
damage is one of the most cost-effective means for achieving the twin goals of envi- 
ronmental protection and economic development. Areas where such subsidies are 
significant include the consumption of fossil fuels, electricity, water, pesticides, log- 
ging, land clearing, and construction. 

Panayotou (1996) reports estimates of subsidies worldwide as follows: energy 
(US$300-400 billion); agriculture ($350-380 billion); transport ($100-200 billion); 
water ($10-20 billion), and extractive industries (up to $240 billion). These amount 
to around $1 trillion worldwide, or about 5 percent of the world's GNP. He also 
estimates that removing one dollar of subsidies generates 24 cents of reduction in 


environmental damages. Hence the overall benefit of removing all subsidies is 


They also allow for the possibility of reducing other taxes that are distortionary and economically harmful. 
See Goulder (1994) for a discussion of this issue and Welsch (1996) for some empirical estimates for Europe. 

In fact a proper analysis of subsidies should also make use of such more sophisticated models. One such 
mode] that looks at subsidies in a wider context is Panayotou and Sussangkarn (1991). This is discussed later in this 


paper. 


? 
^d 


LEES 
E dd 
b 


The Costs of Environmental Regulation in Asia 5 


estimated at $240 billion. Figures for all the Asian Development Bank developing 
member countries are not available but it is worth noting that such subsidies are not 
especially to be found in any one set of countries. Indeed OECD countries have some 
of the largest subsidies. Hence the assumption that, in broad terms they are propor- 
tional to GNP may not be too inaccurate. On that basis, the low and middle-income 
countries of Asia, which account for 7.5 percent of the world's GNP, would account 
for $75 billion of the subsidies. This in turn, if removed, would produce $18 billion 
of overall economic benefits. The benefits will take the form of reduced environ- 
mental damage, which has a real economic value, as well as the more efficient use of 
natural and other scarce national resources. In addition, the reductions in subsidies 
have a macroeconomic benefit, in that they reduce the fiscal deficits and make the 
process of structural adjustment easier. This can be very significant. 

Although the above figures are very crude and can only be regarded as orders 
of magnitude, they indicate the extent of savings in economic costs that are available 
if the subsidies are removed. At the same time, it is important to be aware of the po- 
litical difficulties of making these changes in subsidies; probably the most difficult : 
policy for any government to implement is the removal of a subsidy, the benefits of 
which accrue to a group of well-organized individuals. This applies to developed as 
well as developing countries. 

The figures of the benefits of subsidy removal provide a macro picture of the 
subsidy story. Some Asian countries have undertaken the removal of specific subsi- 
dies, which can provide some useful examples of what can be achieved in practice. 
À number of these are detailed below. 


Pesticides in Indonesia 


The following case is taken from Panayotou (1993). During the late 1970s and 
1980s, a greeh revolution took place in Indonesia. Pesticide use was encouraged by 
subsidies, which by 1985 had increased to 82 percent of retail price at a total cost of 
$128 million. From 1976 to 1985 pesticide use increased by 76 percent with devas- 
tating environmental consequences. Widespread use of the pesticide Sevin wiped out 
the natural predators of the rice pest brown planthopper, resulting in drastic losses of 
rice (e.g., in 1976, some 364,500 tons were lost, valued at $100 million). By 1985, 
70 percent of Java’s rice crop was threatened, and economic studies showed negative 
returns to heavy insecticide use. 

InN ovember/A 986 the following measures for regulation were announced. 


(1) 57 pesticides were banned (20 of these had been heavily subsidized). 
(ii) Subsidies to remaining pesticides were decreased and gradually 
eliminated. 
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. (ili) Integrated Pest Management (IPM) was introduced, including only 
limited use of pesticides priced to reflect true cost. 


To implement this strategy the government cut subsidies from 55 to 40 percent 
of retail values in October 1988, and in December 1988 eliminated subsidies alto- 
gether. To lessen the impact on poorer farmers the floor prices of unhusked rice, 
yellow corn, soybean, and mungbean were increased. A program of research into ap- 
propriate pest contrcl technologies. was introduced and information disseminated to 
farmers. 

Three planting seasons after the strategy was adopted, the FAO reported a 
90 percent reduction in pesticide use, and average yields rising from 6.1 to 7.4 tons 
per hectare. Since the introduction of IPM, Indonesia has had record levels of rice 
production, and use of pesticides has declined from 4.1 to 1.7 applications per sea- 
son. Savings in government subsidies are $120 million (year not given). À cost- 
benefit analysis showed the economic rate of return of the IPM program to be 47.5 
percent. The overall impact is the product of several factors, most important of which 
was the implementation of the IPM program. But the incentive to adopt this program 
was significantly provided by the removal of pesticide subsidies. 


Pesticides in Pakistan 


One of the first countries to phase out pesticide subsidies was Pakistan in 1980. 
In an ADB (1993) study, total supply fell from 4,067 tons in 1979 to 1,525 tons in 
1983. The total subsidy fell by 30 percent to Rp1.7 billion ($132 million) in 1983- 
1984. The volume cf pesticides in terms of active ingredients has also fallen, and 
various inefficient practices like aerial spraying have ceased. Overuse and misappli- 
cation have also fallen as prices have risen. 


Water Pricing in People's Republic of China 


There are many cases of subsidized or free irrigation water that cause farmers to 
use the resource beyond the economic optimum, for example in India, Pakistan, and 
Thailand. Overirrigation by farmers nearest to the water source can lead to water 
logging, salinization, and alkalization, while those further away have to rely on a 
sporadic and sparse supply. 

In the case of the People's Republic of China (ADB- 1991), the government 
instituted agricultural policy reforms in July 1985 that gave a greater degree of finan- 
cial and managerial autonomy to provincial agencies and promoted greater efficiency 
in irrigation water usage by pricing more closely to actual water costs. Irrigation 
service fees are set to cover operation, maintenance, and amortization of capital 
costs. In 1980, a switch from financing systems with loans rather than grants encour- 
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aged water management agencies to collect higher water fees, with greater flexibility 
in pricing according to season and area. 

As a result of these policies farmers have begun to irrigate crops more effi- 
ciently, and water use per hectare has declined. Decentralized management has con- 
tributed to greater efficiency by distributing according to land area, charging on 
volumetric rather than flat rate basis, and preparing distribution plans. Crop produc- 
tion is said to have become twice that of similarly irrigated crops in India but no fig- 
ures are given. These changes in relative yields are undoubtedly due to many factors, 
among which one could be the better pricing of water. 


Chemical Fertilizers 


This example is reported in Panayotou and Hupe (1995). Many Asian countries 
heavily subsidize chemical fertilizers. In 1984, the Philippines sold urea at 30 percent 
below cost, and Sri Lanka at 56 percent below cost. In India, 30 urea-producing 
plants would not survive without subsidies. The cost of subsidies in 1983/1984 was 
over Rp9 billion ($792 million) and by 1989/1990 this had risen to Rp45 billion 
($2.57 billion). Subsidies in India have now declined, with the price of urea increas- 
ing by 30 percent in July 1991. Also, in August 1992 the government lifted price 
controls on potassic and phosphatic fertilizer, resulting in price rises of over 100 per- 
cent. Political pressure led to a subsequent reduction in the price of urea by 10 per- 
cent. The environmental effects of these changes have not been analyzed. There will 
be a number of positive impacts, but there could also be some negative impacts if 
output declines and farmers increase land area under cultivation to make up for a 
drop in yields. Casual evidence suggests, however, that output has not declined in 
this way. 


Oil Prices in Thailand 


This example is based on a study by Panayotou and Sussangkarn (1991). In the 
1980s liquefied petroleum gas (LPG) and kerosene were subsidized in Thailand at a 
rate of 6 to 13 percent. Àn oil fund operated to allow cross subsidization among pe- 
troleum products, which had the unintended effect of encouraging conversion of 
automobile engines from gasoline to LPG. This distortion has been reduced (but not 
eliminated) since 1989 through a series of price adjustments. This is one case, how- 
ever, where the subsidy may have had some environmentally beneficial effects. As 
TDRI (1990) states, the use of LPG is environmentally beneficial compared to gaso- 
line because of its low-carbon, low-sulfur characteristics. As the subsidy is lifted, the 
emissions can be expected to increase. 

In a more general context, in order to study the impacts of the removal of a sub- 
sidy on oil and gas prices in Thailand, Panayotou and Sussangkarn (1991) examined 
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the effect of a 10 percent increase in oil and gas prices in Thailand in an economy- 
wide modeling context. The main environmental impact is the reduction in energy- 
related emissions due to more efficient energy use and conservation. The transport 
and industrial sectors turn out to be the most affected with a 0.90 and 0.41 percent 
reduction in activity respectively, suggesting a greater reduction in HC, VOC, NO,, 
and CO than SO; and SPM. Looking at the broader economic impacts of the price 
changes, the model suggests this price rise will tend to reduce poverty in relative 
terms and increase it in absolute terms and therefore "the impact on the environment 
is ambiguous until we are able to estimate and compare elasticities of resource de- 
pletion and environmental degradation with respect to absolute and relative poverty" 
(Panayotou and Sussangkarn 1991, 80). 


Conclusions on Policy Reforms 


This section has demonstrated the considerable scope for achieving environ- 
mental and economic gains from the removal of environmentally harmful subsidies. 
The picture, is not, however, all one-sided. In some cases the impacts of the subsidy 
removal are ambiguous. There are also situations in which a subsidy can have envi- 
ronmentally beneficial impacts, and the overall analysis of subsidies requires the use 
of economywide models. Households and firms may respond to a financial squeeze 
caused by a subsidy removal by increasing environmental damages elsewhere. It is 
difficult to analyze such impacts without the proper modeling tools, which are not 
generally available. It is encouraging, however, that these are now being developed. 


Cost Differences between Present, Least Cost, 
and Market-based Policies 


What Advantages do Market-based Policies Bring? 


The main reason why market-based polices do better than CAC ones is their 
cost effectiveness. They achieve a given reduction in emissions, or a given improve- 
ment in environmental quality, at a lower cost than do CAC measures. To illustrate, 
suppose that there are two types of polluters, À and B, each emitting one million tons 
of pollution a year. The cost of reducing one ton for polluter A is $100 while that for 
polluter B is $200. If both are asked to make a reduction of half a million tons, 
the total cost will be $150 million. If, however, the least cost option is selected, the 
cost of the same reduction will be only $100 million (all reductions are made by 
polluter A). 2E 

In this example, both market-based and CAC instruments could produce this 
solution. The CAC policy would simply require polluter A to adopt the clean tech- 
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nology. The market-based instrument could do it in a number of ways,.one of which 
would be a tax of just over $100 per ton. Then polluter B will find it preferable to 
pay the tax and polluter A to make the reduction.” 

Although in the simple example both instruments get to the least cost solution, 
in more realistic cases the MBI is more cost-effective. First the regulator does not 
have access to all the information on abatement costs and typically uses a technol- 
ogy-based standard. This cannot take full account of the differences in abatement 
costs between industries and between firms in an industry. Second, MBIs provide a 
dynamic incentive for improvements in technology that CAC measures do not. The 
fiscal incentive means that a firm will always benefit from reductions in emissions, 
whereas it will not benefit as much if it is in compliance with a technology standard. 

The above argument for MBIs does not take into account one important fac- 
tor—the spatial dimension. Suppose that polluter B’s emissions are causing more 
damage per ton emitted than polluter A’s. Then it may be appropriate for the regula- 
tor to control B rather than A. The CAC instrument could do that whereas the MBI 
would need to set the charge at $200/ton, a level that would elicit a higher overall re- 
duction than was being sought. This is an important point and means that the case for 
MBIs over CAC instruments is not as clear-cut as might appear at first sight. Two 
observations are in order here. First that there are many pollutants for which the spa- 
tial dimension is not as important as might first appear. Consider, for example, parti- 
cle pollution, where emissions of sulphur and PMjpo (particulate matter with a 
diameter of less than 10 microns) have a local effect. As aerosols, however, they also 
have long distance impacts, which dominate the total damages (see ExternE 1995). It 
is possible for the MBI to address the “non-spatially sensitive’ component of the 
pollution and leave the CAC component to take account of the local variations. In- 
deed this is what is done in the US, for example, where local “hot spots” have further 
restrictions on them and the MBI is focused on the regional or national aspect of the 
problem." In this paper, the spatial aspect is not addressed. Instead the focus is on the 
cost savings in using MBIs to address the second dimension. The comparison be- 
tween CACs and MBIs is based on actual national targets or on possible national tar- 
gets that are very common in environmental policy. Where, however, there is a local 
dimension that the CAC instrument is addressing, this has been mentioned. 


*The tax revenues would have to be recycled if they were not to have other i EATS, but that can be done and 
raises separate questions of distribution. 

For this more camplex case, Tietenberg (1992) has shown that the MBIs still have a significant role to play in 
reducing overall costs of compliance (see also Markandya 1996). 
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In this section, the potential benefits of cost reduction using market-based 
instruments are explored for industrial air and water pollution. The basic model 
estimates the least cost solution and compares it with various CAC solutions that 
have either actually been proposed or could be considered as "typical"? 


Air Pollution Regulation 


In this Section air pollution “regulation costs are analyzed for PRC, India, 
Pakistan, and Philippines. The first two (PRC and India) are analyzed using data on 
target reductions in SO; and PM, as set out in ADB (1992). This study also estimates 
the costs associated with the reductions, based largely on tackling the power gener- 
ating sector. Given the range of abatement costs for different sectors, a “least cost" 
estimate of achieving the same goals has been made and compared with the estimates 
of the ADB study. In fact, the costs obtained here are not the "full least cost", for 
reasons that are given below. Hence the savings in going from the Bank regulated 
solution to the true least cost solution will be even greater than those shown in this 
paper. The final part of the analysis discusses how the least cost solution can be at- 
tained as a market-based solution and what problems one can expect to encounter in 
the process. 

The second part of this section looks at data from the Philippines and Pakistan. 
For the Philippines estimates of the costs of a 90 percent reduction in PM; has been 
made by Rufo and Delos Angeles (1996). The same paper also provides some infor- 
mation on the costs of reductions in the different sectors. Using this data, a com- 
parison of the least cost solution with a solution in which every sector makes a 
90 percent reduction is made. Again, as with the analysis of PRC and India, reasons 
why the true least cost would be less than estimated here are given, and the market- 
based instruments that would allow the true least cost solution to be approximated 
are provided. For Pakistan, data on the emissions by sector are given but the costs of 
abatement are not. Using estimates on costs of abatement by sector as estimated by 
the World Bank, the costs of attaining given target reductions in SO2, NO,, CO, and 
HC are made. The same analysis of the accuracy of the “least cost solution" and of 
how it can be attained through MBIs is provided. 


"t could be argued that some of the CAC alternatives are too simplistic and that in practice regulators would 
be more selective in the industries they would target for the reductions. While this may be true, it is also the case that 
the benefits of market-based instruments are underestimated. Later sections of the paper explain why this is the case. 
The overall impact of both “biases” is unclear but in the author's opinion, the cost-effectiveness of market-based in- 
struments remains unchallenged. 
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Air Pollution Regulation Costs in PRC and India 


In ADB (1995), Wearley reports on the investments that will be required in the 
power sector over the period 1992 to 2000 in several developing member countries to 
achieve certain percentage target reductions in emissions of major pollutants from the 
power sector. An earlier study (ADB 1992) gave the estimated emissions under a 
business-as-usual scenario for SO, and PM from 1988 to 2000 for PRC and India, 
and Indonesia. This allows one to calculate the-reductions in emissions that will be 
achieved as part of the investment package. 

In order to calculate the least cost of achieving these reductions, costs of 
abatement per ton of SO, and PM were taken from Hartman, Wheeler, and Singh 
(1994) and ERM (1996). Hartman et al. carried out a study of abatement costs in US 
manufacturing outfits at the 4 digit industry level and reported figures for 37 indus- 
tries. Their figures were grouped into costs for: food, beverage, and tobacco; textiles 
and clothing; machinery and transport; chemicals; and “other”. Emissions within 
each of these categories were estimated from the shares of manufacturing that each 
group represented and the share of the use of coal in each sector (power and indus- 
try). The shares of use of coal by industry and power are approximate and need to be 
confirmed. For electricity, ERM reported the most recent costs of removal of SO, 
and PM from the electricity sector. The cost ranges for all sectors are given in Table 
1 below, which include the annualized capital cost (using a discount rate of 10 per- 
cent) and all variable costs. Given the wide range of costs, it is assumed that the dis- 
tribution of these costs within each category is uniform. This is clearly an approx- 
imation, but at this stage the data for a more detailed analysis were not available. 


"Table 1: Costs of Abatement for SO, and PM 


($/metric ton) 
Industry Costs for SO, Costs for PM 
Power 375-816 216-3000 
Food, Beverage, and Tobacco 167-521 86-268 
Textiles and Clothing 67-535 272-445 
Machinery and Transport 245-1563 125-635 
Chemicals 75-1045 46-269 
Other 26-3043 38-1208 


Sources: Hartman, Wheeler, and Singh (1994); ERM (1996). 
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The model works by essentially estimating the cost of abatement curve across 
all industries, and then undertaking abatement in accordance with that curve. If a 
certain reduction is to be achieved, it starts by selecting the lowest cost abatement 
option and working sequentially upward selecting progressively higher cost options, 
until the target reduction is met. The model has to be dynamic because new indus- 
tries are being set up to meet a growing demand. Hence in each period the set of cost 
options changes as new plants with new costs of abatement are brought in.° The 
model thus gives the least total cost of meeting a given reduction target as selected in 
ADB (1995), as well as the marginal cost of abatement in each period. 

The results are summarized in Table 2. Details for this set of calculations can 
be found in Markandya (1997). The ADB costs had to be converted into annualized 
costs; in doing this it was assumed that the pollution investment equipment had a life 
of 25 years and that a discount rate of 10 percent applied. To these capital costs were 
added the variable costs, which were taken as 40 percent of total costs or 67 percent 
of the capital costs. These are typical for abatement programs for coal reduction, but 
more accurate figures should be used for the other sectors. 

The table shows that the least cost solution to the reductions in emissions is 
10 percent of the proposed costs for the PRC and 31 percent for India.’ It may be 
argued that the projected costs in the ADB report include reductions of other emis- 
sions other than SO; and PM, particularly NO,. While there may have been some re- 
ductions in other pcllutants, the extent to which they will entail additional costs to 
those incurred with respect to reducing SO; and PM are likely to be small. The main 
reason for the gap between the least cost and the proposed cost is that reductions out- 
side the power sector can play a much more effective role in achieving the targets. 
For both PRC and India, power sector reductions in SO; are not sought until 1998 
but industrial emissions reductions begin in 1993. Marginal abatement costs work 
out at $50-130 per ton of PM and $80-207 per ton of SO; for the PRC. The figures 
generally rise over time (unless the reduction targets can be met solely from invest- 
ment in clean technology in new plants). For India the ranges are $60-100 per ton 
(PM) and $100-300 per ton (S03). 


SNo retirement of capital is allowed for in this model, One would expect older stock to be retired over time 
thus lowering the cost of phasing out polluting industries. However, the period of the calculation is short and the error 
in making this assumption is probably small. Given the lack of data on the age profile of the capital it was essential to 
make this assumption. 

The Indian estimate of PM emissions is taken as 4.3 million tons in 1988. ADB (1992) gives the figure as 43 
million tons, which must be a mistake (it is over three times the PRC emissions). It is assumed that there is an error in 
the decimal place in the report. 
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The fact that India has a ratio of proposed cost to least cost of about 3, whereas 
the PRC has 10 can be explained by differences in the proposed investments in the 
two countries. The programs can, to a lesser or greater extent, mimic the least cost 
solution. If the planners select their investments judiciously they can reduce the 
costs; if they are less selective the costs will be higher. It is virtually impossible, 
however, for planners to achieve the least cost solution by a CAC policy, because 
they will never have the necessary information on the abatement costs for thousands 
of individual plants that need to be controlled. The range of CAC to least cost solu- 
tions has been studied in OECD countries. Tietenberg (1992) reports on a number of 
such studies, which show a range of values for this ratio of between 1.8 and 22 for 
different air pollutants. 


How Accurate is the “Least Cost” Solution 


The “least cost” solution presented above is not in fact a true least cost. There 
are two important factors that have been left out of the analysis. The first is that the 
estimates given are based on average abatement costs for the regions of abatement 
that Hartmann et al. observed per enterprise in the US, and not on average abatement 
costs as function of levels abated. Data on the latter would allow a more cost- 
effective allocation cf reductions to be made. This can be seen in Figure 1. There are 
two industries, A and B. In industry A the estimated average abatement cost is higher 
than in B, but in A it is falling with mean tons abated whereas in B it is rising. Initial 
emissions reductions in both industries are Ep. A further reduction of O is required. 
The average abatement cost in industry A is OT, which is less than the same cost in 
industry B (OV). Hence industry A is chosen for the reduction. But the actual costs 
of the additional reduction of O in each industry are shown by the respective shaded 
areas. Clearly they are less in B than in A. The problem is that, in order to carry out 
this calculation, it is necessary to have data, not only on average abatement costs as 
function of tons abated, but also on the distribution of firms in each sector and level 
of emissions by firm. This was not available. 

The second problem is that the cost estimates are reported averages for each in- 
dustry. Some firms will have higher costs and others will have lower costs. If one 
could select the least-cost firms, as shown in Figure 2, the overall costs of making the 
reduction would be less. Again, since these data are not available, it is not possible to 
estimate the savings from a more targeted least cost solution. It is important to note, 
however, that an MBI, such as a charge, automatically selects the least-cost firms for 
the reduction, as those are the ones that find it profitable to undertake the abatement. 
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Figure 1: Abatement Costs Vary with the Level of Abatement 
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ment cost in industry A is OT, which is less than the same cost in industry B (OV). Hence industry A is chosen 


for the reduction. But the actual costs of the additional reduction of O in each industry are shown by the re- 
spective shaded areas. Clearly they are less in B than in A. 
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cost of that reduction is the shaded area, which is less. mae 
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Market-Based Solutions 


The next question is how can policymakers get closer to the least cost solution? 
The most promising approach is to use some kind of market-based instrument. 
Broadly speaking, the choice is. between an emissions charge on SO; and PM, or a 
system of tradable permits for each of these pollutants. The arguments for and 
against each of these instruments are well known and will only briefly be referred to 
here. With a charge there is a burden on all polluters and the impact in terms of emis- 
sions is uncertain. Moreover, the level of the charge has to be adjusted to keep its 
real value constant in the presence of inflation. With a permit system, the impact in 
terms of emissions is certain but the cost implications for.enterprises are less well s 
known. The burdens on industries can be limited by issuing the permits in some 
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relation to existing emissions (known as grandfathering). Concerns have been ex- 
pressed about the impacts of tradable permits on market power (a few polluters could 
acquire all permits and thereby limit competition). By and large this last issue has 
been found not to be a serious problem (Tietenberg 1992).* Outside of Asia, emis- 
sions charges have been introduced in a number of European countries (including 
economies in transition), and permit schemes have been initiated in the USA. 

Both these MBIs could be implemented in the industrializing Asian economies 
and, as has been noted in the first section, some applications of charges already exist. 
Cost efficiency would, in principle, be achieved by both instruments. If a tax equal to 
the marginal costs reported in Table 2 were imposed on all emissions of SO; and PM 
in each country, enterprises that sought to minimize costs would adjust their level of 
emissions to equate the charge to the marginal abatement costs, thereby achieving the 
least cost solution. Likewise, with tradable permits, emitters would acquire permits to 
the extent that the costs of abatement exceeded the price of the permit, and would 
adjust the level of emissions so that the price was equal to the marginal cost of 
abatement. The major differences between the two arise with respect to the uncer- 
tainties about the costs of abatement and as to the impacts that they have on the prof- 
itability of enterprises, and through that on employment and output in the affected 
industries. 

Although both instruments predict a least cost solution, in practice such a solu- 
tion is never achieved. First, not all enterprises are cost minimizers, which means that 
they will not respond as suggested above. Second, there will be some underreporting 
of emissions if a charge is levied (Panayotou 1995 cites underreporting by as much 
as 75 percent in the PRC). On the positive side, a charge system will encourage the 
lowest cost enterprises to undertake abatement, so that the actual costs incurred will 
be similar to the shaded area in Figure 2, instead of being equal to the average costs 
shown in that figure. For all these reasons, the actual outcome will differ from the 
predicted least cost outcome. As has been noted earlier, there is very little experience 
in industrialized countries of actual MBIs, and comparisons between their achieve- 
ments and the least cost solutions are very few. Most studies report simulations of the 
benefits of MBIs over CACs, assuming that the former will achieve the least cost 
solution, or something close to it (Tietenberg 1990, Hahn and Hester 1989). In prac- 
tice, the experience referred to in the second section suggests that, to achieve success 
with a charge system in this context the following points should be addressed: 


SA reviewer has also pointed out that grandfathering could result in strategic behavior, where firms increase 
their emissions prior to the regulation to get more permits. This can be avoided by making the allocation on the basis 
of historic emissions (prior to the policy announcement). The policy can also cause difficulties for new firms. Regu- 
lators avoid this by keeping some of the permits for allocation by auction. The Singapore scheme for CFCs tradable 
permits is such a mixed case. 
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(i) The charge should be set in a way that allows for inflation adjustment. 
Any increases in charges that are planned should be announced well in 
advance. 

(ii) In order to reduce the costs of compliance to existing industries, 


charges may be phased in over a period of time. 


(1ii) Facilities for the measurement of emissions and monitoring by the 
regulatory authority should be in place before the charge is introduced 
and the costs of measurement should be taken into account when de- 
fining the coverage of the charge. In this context, it may be necessary 
to exclude some polluters from the charge system, if the costs of 
monitoring exceed the efficiency gains. Instead, they may be regulated 
through charges on inputs and/or outputs that are closely correlated 
with the emissions. 


(1v) Subject to (iti) above, exemptions should be kept to a minimum. 


If a permit system is introduced, experience has shown that the following points 
should be observed: 


(1) Issuance of permits has to be based at least in part on existing emis- 
sions (i.e., permits have to be grandfathered). Some may be allocated 
by auction. 

(ii) Permits acquired now and not used can be “banked”—1e., the pur- 


. chaser can use them at a later point in time. 


(iii) In both cases the MBI should replace existing regulations as much as 
possible. Some additional controls will, however, be required to deal 
with local pollution problems (so-called hot spots). 


Air Pollution Regulation Costs in the Philippines and Pakistan 


In the Philippines, a major study (The Environmental and Natural Resources 
Accounting Project, or ENRAP) collected a lot of information on the costs of pollu- 
tion regulation by industry, along with emissions data (Rufo and Delos Angeles 
1996). For air pollution, data for 34 industries were provided for 1992, along with the 
annual cost per ton of PM;o removed. These costs were based on actual Philippine 
data and are therefore preferable to the World Bank estimates used in the calculations 
of the PRC and India abatement costs. The ENRAP project calculated the total cost 
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of a 90 percent reduction in emissions from each of the sectors. These came to P16.7 
billion or about $668 million. 

Exploiting the differences in average abatement costs between industries, one 
can achieve the same overall reduction at a cost of P11.9 billion ($476 million), 
which is about 30 percent lower. The calculations showed that a charge per ton of 
P16,600 per ton ($664) will be required to attain the least cost solution. In practice 
there are considerable variations in unit abatement costs within the industrial sectors, 
which the enterprises will be able to exploit when a charge scheme is imposed. For 
this important reason, a charge scheme could have lower costs of attainment for the 
target reductions. Table 3 summarizes the results for a 90 percent and a 70 percent 
reduction in overall emissions. 


Table 3: Costs of PM; Reduction in the Philippines 


90% Reduction 70% Reduction 
Total Reduction (million tons) 1.95 1.52 
Total Cost with Uniform Reduction ($ million) 669 476 
Total Cost with Least Cost Strategy ($ million) 520 334 
Marginal Cost of Abatement ($/ton) 16.6 5.8 


Note: An exchange rate of 25 pesos to the US dollar is used (1992 exchange rate). 
Source: Rufo and Delos Angeles (1996). 


In the case of Pakistan, a similar analysis was carried out, except that data on 
abatement costs were not available. Hence average abatement costs from the World 
Bank study are used. The number of sectors is half of those in the Philippines (17 as 
opposed to 34). On the other hand, emissions data are available for more pollutants 
(SO, NO,, CO, and HC). The resulting estimates of a uniform reduction against a 
least cost reduction are given in Table 4 below. 

The cost savings for Pakistan appear to be small for SO; largely because most 
of the emissions come from one sector (bricks). In such a case the analysis has to 
look at the cost differences between brick plants, and this was not possible without 
enterprise level data. To a lesser extent the same problem applies to NO,/CO (where 
figures are dominated by bricks and sugar refining), and HC (where sugar refining 
accounts for 75 percent of the emissions). 

For these reasons the estimated difference between the uniform reduction cost 
and the least cost solution in both the Philippines and Pakistan will be underesti- 
mated. On the other hand, it is unlikely that a government, given the information on 
abatement costs by industry, will opt for a CAC policy that requires a uniform reduc- 
tion strategy. It would be sensible to target the least-cost industries for the major 
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reductions. By doing this, the costs of the CAC can be lowered. It is impossible to 
say how the comparison will change once allowance has been made for both factors 
(the overestimation of the least cost solution and of the CAC solution). From previ- 
ous studies, however, one can remain confident that the least cost solution will re- 
main dominant by a considerable margin. 


Table 4: Costs of SO., NO,/CO, and HC Reduction in Pakistan 


Reduction 70% Reduction 
SO, 

Total Reduction (‘000 tons) 315 
Total Cost with Uniform Reduction ($ million) 71 
Total Cost with Least Cost Strategy ($ million) 66 
Marginal Cost of Abatement ($/ton) 213 
NO,/CO 

Total Reduction (million tons) 341 
Total Cost with Uniform Reduction ($ million) 359 
Total Cost with Least Cost Strategy ($ million) 263 
Marginal Cost of Abatement ($/ton) 1647 
HC 

Total Reduction (million tons) 28 
Total Cost with Uniform Reduction ($ million) 12 
Total Cost with Least Cost Strategy ($ million) 4 
Marginal Cost of Abatement ($/ton) 163 


Source: Harvard/ADB Environmental Quality Index Project (1996). 


Water Quality Regulation 
Water Quality Regulation in the PRC 


- One study that has looked at water quality regulation in a way that throws light 
on the choice of the regulatory instrument is Dasgupta et al. (1996). The authors es- 
timated joint abatement cost functions for four categories of pollutants: total sus- 
pended solids (TSS), chemical oxygen demand (COD), biochemical oxygen demand 
(BOD), and other pollutants. Data were taken from 260 enterprises in the PRC (Bei- 
jing and Tianjin), some of which had multiple sources, for a total of 370 observa- 
tions. Within this sample the extent of abatement varied considerably, from none to 
nearly 100 percent, with a median level of abatement of 70-80 percent. Hence the 
sample was well-suited to estimate the cost functions giving the marginal cost of re- 
moving each of the four pollutants referred to above. Various functions were fitted to 
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the data. Of these, the simple log-log form appeared to work as well as more com- 
plex specifications, which meant that deriving the total cost function or the response 
of effluent levels to a charge is particularly easy. 

The data show that the marginal costs of abatement vary considerably by in- 
dustry, by size of plant, and by level of abatement. Table 5 reports some of the find- 
ings on these costs. The implications of these large variations is that a system of 
market-based instruments is likely to yield large benefits compared to a CAC system 
that imposes uniform regulations on all polluters.” 


Table 5: Marginal Abatement Costs for Different Industries 


for Water Effluent in the PRC 
(US$/ton) 
Small Medium Large 
10% 60% 10% 60% 10% 60% 
Abatement Abatement Abatement Abatement Abatement Abatement 
Suspended Solids 
Food Processing 0.36 0.96 0.02 0.06 0.01 0.03 
Textiles 0.78 2.09 0.40 1.07 0.31 0.84 
Paper 0.10 0.26 0.05 0.13 0.02 0.06 
Oil Refining 0.58 1.55 0.18 0.49 0.05 0.13 
Chemicals 0.12 0.32 0.04 0.10 0.02 0.04 
COD 
Food Processing 0.35 0.97 0.02 0.06 0.01 0.03 
Textiles 0.24 0.67 0.12 0.34 0.10 0.27 
Paper 0.07 0.18 0.03 0.09 0.02 0.04 
Oil Refining 1.47 4.13 0.47 1.31 0.13 0.35 
Chemicals 0.50 1.4] 0.16 0.45 0.07 0.19 
BOD 
Food Processing 0.86 2.33 0.05 0.15 0.02 0.07 
Textiles 1.01 2.07 0.52 1.52 0.41 1.19 
Paper 0.26 0.77 0.13 0.38 0.06 2.18 


Source: Dasgupta et al. (1996). 
P 35841 


The PRC already has a mixed system for the regulation of water effluents, with 
charges levied on “excess emissions” and emissions up to an applicable standard for 
the enterprise as “free”. The permitted emissions are based on the absorptive capacity 
of the receiving waters but permitted emissions for a given body are more or less 
equal for all emitters. Hence this is one case where there is a spatial dimension to the 
a ^^ —— — Á——— — o — 

l ?As has been pointed out, a more appropriate assessment of the variations in marginal abatement costs is to 
estimate them for different levels of concentration rather than abatement. Unfortunately such data do not exist. 
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problem. Dasgupta et al. look at the implications of a shift to a full pollution charge 
system, which would meet the same water quality standards as are being met at pres- 
ent. This implies that they have to set the charge high enough for the standard to be 
met at all points of monitoring. In spite of that, the full pollution charge system is 
more cost-efficient. Of course the full least cost solution would set different permits 
for each enterprise, in accordance with local quality objectives, but that would be 
extremely complex to administer. _. 

The cost saving in this case comes about because it forces the marginal costs of 
abatement to be equated across all enterprises. With a charge only on excess emis- 
sions, the marginal costs are not equal as can be seen in Figure 3. Enterprise 2 has a 
Jower marginal abatement cost than enterprise 1. With the same permitted emissions, 
both enterprises only cut back to the permitted level. This does not, however, equate 
marginal costs. Àn increase in abatement by 2 and less abatement by 1 and 2 would 
achieve the same goal at a lower total cost. 


Figure 3: Marginal Abatement Costs with and Excess Charge 


Marginal Cost 
(MAC) 


Marginal Cost Curve for Enterprise 1 


"CQ 4 ; Marginal Cost Curve for Enterprise 2 
MAC) Charge Level for Emissions 


Cee in Excess of Permitted Level 





oO Permitted Emissions Emissions 


MAC: Marginal Cost for Enterprise 1 
MAC: Marginal Cost for Enterprise 2 


Enterprise 2 has a lower marginal abatement cost than enterprise 1. With the same permitted emissions, both 
enterprises only reduce emissions to the permitted level. But this does not equate marginal abatement costs. 
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Table 6 gives the cost savings in moving to a uniform pollution charge for each 
of the pollutants, as well as the level of charge needed to achieve the present level of 
overall abatement. There is a saving of $34 million annually from this set of enter- 
prises, a 70 percent reduction. However, these figures, although interesting and im- 
portant, have to be qualified. First, the cost functions are estimated under the premise 
that enterprises are cost-minimizing; to the extent that they are not, the results will 
not be valid. Related to that, the impact of a charge may be different from that antici- 
pated, if the estimated cost functions are incorrect. 


Table 6: Cost Savings from a Uniform Effluent Charge 


($ million) 
Current Abatement Rate Full Emissions Charge 
Pollutant (96) ($/Ton) 
Total Suspended Solids 93 4.00 
Chemical Oxygen Demand 92 20.00 
Biochemical Oxygen Demand 89 25.00 
Total Cost 47.3 . 129 


Source: Adapted from Dasgupta et al. (1996). 


Water Regulation in the Philippines and Pakistan 


As for air pollution, data on water pollution loading are available by sector for 
the Philippines and Pakistan. The ENRAP project gives the data for the Philippines 
and is reported for BOD; in Markandya (1997). Costs of abatement vary considera- 
bly by industry but the majority of the reported emissions come from two sources: 
household waste and "Sanitary and Similar Services". These two sectors account 
for about 83 percent of the waste. Hence there are very limited savings in going from 
a uniform reduction solution to a least cost solution ($656 versus $470 million). In 
such a case, the use of market-based instruments at the level of the industry will only 
work if there are significant intrasectoral cost differences. As Table 5 shows, how- 
ever, there are indeed big cost differences at this level. Hence one can expect a 
charge scheme to produce much larger gains than have been reported here. 


Othe reported costs of abatement for household waste appear to be wrong in the report (they are around 
40 cents per ton). The figure has been corrected by assuming a misplaced decimal place, so that actual costs are about 
$4/ton. 
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For Pakistan, the data are much more limited, dealing only with a few industrial 
sectors. Within this set, the differences in cost of abatement are, however, significant. 
The cost of abatement figures are taken from cost function estimates developed for 
the Philippines by Yu (1995). On this basis, a 70 percent reduction in emissions 
would have a total cost of $86 million if undertaken on a uniform basis and $44 mil- 
lion if undertaken on a least cost basis. The latter gains mainly by avoiding abate- 
ment in the paper and board industries, which have the highest costs of abatement. 


Conclusions on the Differences between Least Cost 
and Actual Environmental Policies 


This section began by setting out the framework for a move to policies that will 
reduce the costs of environmental protection. In addition to measures to control emis- 
sions, there is considerable scope for reform through changes in economic policies 
that are not directly related to the environment. The most important of these is the 
removal of environmentally damaging subsidies. A number of examples of how the 
removal of such subsidies has been environmentally and economically beneficial 
have been given. At the same time, however, there are subsidies that can be envi- 
ronmentally beneficial, and a full appraisal of the impacts requires an economywide 
analysis. Not all subsidies can be shown to be environmentally harmful. 

MBIs have a clear cost advantage over CAC instruments, in the way that most 
CACs are designed. This is to impose a technology or emissions standard that is con- 
stant for all enterprises, with little regard to differences in costs of abatement. At the 
same time, CACs can address differences in damage from different emitters better 
than MBIs. For this reason modern regulatory policy in OECD countries combines 
MBIs with CACs, the former to take advantage of the cost efficiency and the latter to 
address local pollution issues. This paper has focused on the cost aspect of the regu- 
latory policy. This does not mean, however, that the importance of CACs to address 
specific local problems is not recognized. 

The remainder of the section analyzed two important and typical areas of 
environmental regulations—air emissions from stationary sources and water effluent 
control. Both cases demonstrate the benefits to be realized from going from present 
polices to least cost policies. Four countries have been looked at: PRC, India, 
Pakistan, and Philippines. For air pollution the analysis of PRC and India is based on 
a set of present policies that are not known in detail, but must be considered as repre- 
senting the present mix of CAC and (some) MBIs. For the Philippines and Pakistan, 
the CAC policies are assumed to be a uniform percentage reduction in emissions 
from all sectors. 

The analysis shows considerable gains from moving to a least cost solution. In 
fact the reported “least cost" solution will not be the true least cost, because the data 
do not provide detailed abatement costs at the enterprise level. Instead it has been 
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necessary to take average costs of abatement for each industry (with some limited 
intrasectoral variation). This means that the differences between the least cost and the 
CAC solutions will be underestimated, more so when the sectoral costs are for wide 
sectors, or do not allow for intrasectoral variation. On the other hand, CAC solutions 
may not be as simplistic as those shown here. Extending the analysis to both these 
factors is difficult but, as other studies have shown, the cost advantage of the MBIs is 
retained in the more complex case. 

In the other case (water) the present policy is a known combination of discharge 
permits and charges on excess emissions. The PRC data show that, even with limited 
MBIs, the move to more effective MBIs can yield major cost savings. Here the 
charge scheme that is replacing the present system has to meet given water quality 
standards, which implies that the local or spatial dimension has to be addressed in the 
MBI. In spite of that it is more cost-effective than the crude MBI. 

The data from the Philippines show, on the other hand, that the savings in going 
to a least cost solution may not be that large, if the pollutants are concentrated in one 
or two sectors. Conversely, if one sector has very high abatement costs, excluding it 
from the reductions can capture much of the benefits associated with the move to a 
least cost solution (as can be seen from the Pakistan data). 

In order to obtain the least cost solution, the appropriate MBIs have been identi- 
fied. These will get one closer to the least cost, but not completely to it. The meas- 
ures needed to make the MBI as effective as possible have also been identified. 
These require both professional competence in designing the MBI, but also the po- 
litical will to implement it. The next section considers the problems with both aspects 
of policy reform, and looks at the institutional changes required to move more effec- 
tively toward an MBI-based regulatory system. 


Institutional Reforms 


Obstacles to Greater Adoption of MBIs 

Before one can discuss the institutional reforms necessary to incréase the em- 
phasis on MBls it is necessary to understand what are the obstacles to the imple- 
mentation of these policies. After all, economists have been writing on the 
advantages of such policies for some time. Why then are they not more widely 
adopted? 

Whatever the merits of economic incentives and the experience in developing 
countries with their use, considerable obstacles prevent their wider adoption. These 
are discussed below. 
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Lack of Knowledge of How MBIs Work and Their Effects 


There is a lack of understanding on how these systems work and on their im- 
pact on growth and income distribution. Often, they are dismissed as ways to appro- 
priate poor peoples’ resources or to reward polluters with a legal right to pollute. 
Some fear that economic incentives will raise the costs of production and make local 
industries less competitive in world markets. Because these systems raise the cost to 
the public, governments are concerned that they will be unpopular and government 
stability might be compromised. Command-and-control regulations appear safer, 
even if they are not cost-effective. 

These political concerns constrain not only the introduction of economic in- 
struments, but also their effectiveness. Their limited acceptance has led to some 
charges and taxes being introduced with rates set at levels too low to change behav- 
ior. While it is necessary for initial charges to be set low to elicit wide acceptance by 
industry and provide time for adjustment, a predictable schedule of escalation to 
meaningful levels must be provided to shape expectations, influence investment deci- 
sions, and stimulate innovations. 


Soft Budget Problems 


Economic instruments are likely to be most effective where economic agents 
respond sensitively to changes in incentives, in the light of the pressures on them to 
minimize costs and maximize profits. From the experience of socialist countries such 
as the PRC, one can see that complex and sophisticated systems of pollution charges 
may be ineffective in conditions where such charges have no influence on the aims 
that are actually pursued by managers, which may be only loosely connected to cost 
control and profit maximization. This problem will be most significant in countries 
where a substantial part, or even the majority, of major industrial enterprises is in 
parastatal control. 


Cultural Factors 


There is another aspect of the special characteristics of governance in develop- 
ing countries that casts a different light on the above argument. In highly industrial- 
ized societies, taxation of environmentally damaging behavior is seen as an economic 
instrument, as opposed to the command-and-control instrument of legal regulation 
backed by fines. It is characteristic of many developing country situations, however, 
that the distinction is less clear. The decision to notice a breach of the law and to 
prosecute it is delegated to very low levels. In other words, ordinary policemen, cus- 
toms officers, and minor officials frequently extract informal payments for disre- 
garding offenses, or even for not inventing offenses. In these situations the 
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distinction between regulations and fines on the one hand, and taxation on the other 
becomes blurred. The disadvantage of such informal "taxation" from the economic 
point of view remains, however, that the "price" of environmental nuisance becomes 
highly variable between economic agents, and highly unpredictable. It therefore loses 
the advantages of taxation as an instrument. On the other hand, entrepreneurs are 
used to paying for environmental privileges, and so a shift to a more formal system of 
taxation should be easier to make. 


Economic/Institutional Obstacles and How to Overcome Them 


Successful use of economic instruments in developing countries requires that a 
number of conditions be met. The important ones are: 


(i) 


(il) 


(ii) 


Knowledge and Awareness of Instruments. 'The agency responsible for en- 
vironmental policy must have technical knowledge to formulate and im- 
plement economic incentives, and polluters must have the knowledge to 
respond appropriately. If MBIs are to be adopted more widely, policy- 
makers have to be convinced of their merits. This requires the kind of in- 
depth study referred to above, but it also requires key concerns of elected 
officials to be answered. These include (a) the distributional implications of 
the use of MBIs, (b) the implications on output and employment in the af- 
fected industries, (c) costs of implementing such measures, and (d) the in- 
ternational trade implications of the measures. All these can be addressed, 
but doing so implies a careful study of one or more instruments to meet 
clearly stated objectives. Presenting the results of the research simply and 
clearly is also important. 


Good Governance. The legal structure must define property rights ade- 
quately and establish the authority to implement and enforce incentive sys- 
tems. The system needs to be clear and predictable. As set out by the 
Business Council of Sustainable Development, under the criteria for the 
choice of instruments, the regulation should offer a level playing field, so 
that comparable enterprises are treated equally. Furthermore, it must be 
possible to see whether companies or other actors comply with regulations. 


Competitive Markets. Economic incentives are ineffective without reasona- 
bly competitive markets. If firms are operating under soft budget con- 
straints they will not respond as effectively to fiscal incentives as when they 
are obliged to make profits. In competitive conditions this implies cost 
minimization, which is the driving force behind the MBIs. Equally if firms 
have monopoly power, the MBIs may be less effective; although the profit 
motive is there, the imperative to minimize costs is not as strong. 
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(iv) Financial and Administrative Capacity. The responsible government 
agency must have the financial and administrative capacity to initiate, 
monitor, and enforce incentive programs. In many developing countries, the 
environment ministries lack skills and manpower for effective regulation of 
environmental pollution. This is an area where technical assistance is criti- 
cal and some ADB programs provide an important contribution. At the 
same time national governments must be encouraged to fund these impor- 
tant ministries better than they do at present. 


(v) Flexibility of Response. The private sector and consumers need to be able 
to choose how to respond to regulation. Flexibility may be compromised if 
access to alternative technologies is limited (e.g., through import restric- 
tions), if there are infrastructure bottlenecks, and if institutional structures 
are too rigid (e.g., they cannot adapt to a policy that requires common 
treatment facilities for several enterprises). 


Economic incentives that meet these five conditions reasonably well have a 
chance of success. 


Implementing Institutional Reforms 


The introduction of market-based instruments has to proceed in stages. It is not 
possible, or desirable, to implement a complex new instrument without allowing for a 
learning phase. Every application has its own peculiarities, which can only emerge 
with time. 

The experience of countries such as the US have been that piecemeal introduc- 
tion offers both regulators and those being regulated a chance to learn. Furthermore, 
it provides an opportunity to demonstrate the benefits of the instrument in reality, and 
on a small scale, before extending it widely. The PRC experience of introducing SO; 
taxes in selected regions is useful in a large country, but care must be taken in inter- 
preting the results, especially if the enterprises see it as a temporary measure. 

The following steps are recommended before introducing a new market-based 
instrument: 

(i) Carry out a careful analysis of its impacts versus the impacts of other meth- 
ods of regulation. If there are parties that would be seriously or adversely 
affected, compensating measures may need to be introduced, at least for a 
temporarv period. Account should be taken of the competitive conditions 
that exist for any MBIs to be effective. A range of alternatives should be 
examined at this stage, from direct controls to various kinds of MBls. In 
some cases the appropriate measure may simply be removal of a damaging 
subsidy, in others the taxation of inputs that have damaging consequences. 
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(ii) Once a policy has been agreed on in broad terms it is important to obtain 
public awareness about it and incorporate public input in its detailed de- 
sign. The results of this analysis should be made available to all affected 
parties, who should have a chance to express their opinions. 


(iii) Legal instruments must be firmly in place for the instrument to be enacted 
and enforced. Authorities must have the requisite powers to ensure compli- 
ance and the rules should be set out and adhered to. If regulations are likely 
to get stricter it 1s always better to announce this well in advance, with as 
much detail as possible. 


(iv) The authority responsible for enforcement should be given enough re- 
sources to carry out its task. Too often this is not the case, and the polluters 
are able to ignore the regulation because inspectors are never able to check 
on them. 


Once the regulatory policy has been adopted it is important to review its effec- 
tiveness from time to time, and to let it evolve, so that it becomes better designed and 
suited for the purposes for which it is intended. This is all the more important in a 
dynamic and changing environment, such as Asia is currently experiencing. 
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Health and Nutrition 


in Emerging Asia 
S. R. Osmani and A. Bhargava 





Abstract. This paper examines the quality of health and nutrition in emerging Asia. 
The objective is to assess the likely prospects for the early 21st century and identify 
the policy responses that may become necessary to meet new challenges or to deal 
with the persistent ones. The paper begins by assessing past achievements and 
failures in the areas of health and nutrition in Asia in comparison with the rest of the 
world, and then analyzes the differentials that exist within Asia—differentials between 
sexes, between urban and rural location, and between countries. Some simple models 
are then developed to explain intercountry differences in health outcomes. Among the 
persistent problems, the paper highlights the excessive incidence of malnutrition in 
South Asia. Among the emerging problems, speciai attention is given to the general 
problem of “overlapping health transition” and the specific problems of smoking- 
related diseases and a potential AIDS epidemic. The paper concludes by drawing out 





Introduction 


he paper situates the status of health and nutrition of Asians in an interna- 
tional comparative context. Levels and trends of various indicators of both 
health inputs and health outcomes are examined, and an investigation of 
health disparities that exist within Asia—disparities between sexes, between 
urban and rural location, and between countries—is made. Models will explain inter- 
country differences in health outcomes. The paper then sets out some alternative sce- 
narios on the possible evolution of nutrition and health in the region, with a special 
emphasis on the health transition currently occurring in Asia as a result of profound 
economic and demographic changes. This analysis helps to identify the major 
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emerging problems in the sphere of health and nutrition and the policy choices con- 
fronting governments. The paper concludes by drawing out policy implications. 


Nutrition and Health in Asia in the Global Context 
Health Outcomes 


Health outcomes are assessed here in terms of three broad groups of indicators: 
survival chances, nutritional status as measured by anthropometry, and burden of 
disease. 


Survival Chances 


Survival chances are generally measured by life expectancy at birth and various 
measures of mortality, especially among children. These indicators have improved 
substantially for all developing regions over the last three decades. In 1960, life 
expectancy at birth was 44 years in South Asia and 49 years in East and Southeast 
Asia (including the transition economies). By 1994, the corresponding figures were 
59 years for South Asia and 66 years for East and Southeast Asia.’ During the same 
period, the average life expectancy in the developing world as a whole improved 
from 47 years to 61 years. These figures show that both the major subregions of Asia 
advanced at about the same rate as the developing world as a whole; there was 
nothing especially spectacular nor anything especially disappointing about the Asian 
performance. 

The performance of the two major subregions of Asia does, however, diverge 
significantly in respect of infant and under-five mortality. The extent of childhood 
mortality declined in both subregions, but it did so more sharply in East and South- 
east Asia. Thus infant mortality declined from 133 per 1,000 births to 42 in this 
subregion—a much bigger rate of reduction than achieved by the developing world 
as a whole where infant mortality declined from 138 to 68 during the same period. 
By contrast, the reduction in South Asia was quite modest, from 146 to 84. The only 
region that performed worse than South Asia was Sub-Saharan Africa. 


Nutritional Status of Children 


Nutritional status of children is measured by anthropometry. Several alternative 


measures are used in practice, such as “wasting”, “stunting”, “underweight”, and the 
prevalence of low birth weight (LBW) babies. In terms of each of the four measures 


The data quoted in this and the following paragraph are taken from UNICEF (1996). 
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used, South Asia turns out to be by far the worst off among all the regions in the de- 
veloping world, including Sub-Saharan Africa. For example, almost 60 percent of 
under-five children were underweight in South Asia during 1985-1995, as against 30 
percent in Sub-Saharan Africa and 34 percent in the developing world as a whole 
(FAO 1996). East and Southeast Asia by contrast enjoy some of the lowest incidence 
of child undernutrition, bettered in the developing world by only Latin America, and 
in some cases by Middle-East/North Africa. The reasons for these differences are ex- 
plored in some detail later in the paper. 


Burden of Disease 


A comparatively new way of measuring the health of the population is the con- 
cept of the “burden of disease”. As defined by the World Health Organization 
(WHO) and the World Bank, it refers to the life-years lost due to diseases, counting 
both the years lost due to premature mortality and the effective years lost due to 
illness-related disability.” The World Bank (1993) reports the burden of disease pre- 
vailing among the populations of different developing regions in 1990. According to 
these estimates, the total life-years lost amounted to 294 years per 1,000 population 
in the developing world in 1990. As in the case of most indicators (except child an- 
thropometry), Sub-Saharan Africa performs the worst among all the developing 
regions, with a burden of 574 years which is almost double the developing country 
average. India comes next with a burden of 344 years; by contrast the People’s 
Republic of China (PRC) has a burden of only 178 years; the lowest among all the 
regions; while the rest of Asia has a burden of 259 years, which is just below the de- 
veloping country average. Thus once again, South Asia performs worse than the rest 
of Asia. These general patterns remain essentially the same when the burden of 
disease is disaggregated into premature death and disability, with the PRC outper- 
forming all others, India outperforming only Sub-Saharan Africa, and the rest of Asia 
falling somewhere in between. 


Health Inputs 

Food Consumption 

Overall food availability has improved in developing Asia over the last few 
decades. Two and a half decades ago, per capita availability of dietary energy supply 
(DES) in this region was among the lowest in the world, lower than even that in Sub- 


Saharan Africa. This was true for both relatively poor South Asia and relatively 
better-off East and Southeast Asia, wherein both subregions per capita DES was 


>The methodology of measurement is discussed in Murray and Lopez (1996). 
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2060 Kcal per day in 1969-1971 as compared with 2140 Kcal in Sub-Saharan Africa 
and in the developing countries as a whole, and well below the level achieved in 
Latin America and the Caribbean of 2510 Kcal. However, by the early 1990s, East 
and Southeast Asia had gone well past the developing country average and almost 
caught up with the Latin American level. 

south Asia too had progressed, but its DES was still well below the developing 
country average (FAO 1996). Moreover, unlike East Asia, South Asia made progress 
only in the 1980s; the 1970s had proved to be a bleak decade, when per capita DES 
remained stagnant as rapid population growth neutralized the initial gains of the 
green revolution. On the whole, food availability increased rapidly in Asia as a whole 
in the 1980s, when it was falling in Sub-Saharan Africa, stagnating in Latin America, 
and making only a modest gain in the Middle-East and North Africa. 

Per capita availability of food is, however, a crude measure of people's access 
to nutrition. A better measure—in the sense of being distributionally sensitive—is 
provided by the recent Sixth World Food Survey published by the Food and Agri- 
culture Organization (FAO 1996), which shows the proportion of people with inade- 
quate access to food, i.e., those whose dietary energy consumption falls below some 
norm of energy requirement, a measure called the prevalence of food inadequacy. 
FAO data show that the prevalence of food inadequacy has gone down dramatically 
in East and Southeast Asia in the last couple of decades. It has gone down in South 
Asia as well, although less spectacularly so. In 1969-1971, East and Southeast Asia 
had the dubious distinction of having the largest proportion of people with inade- 
quate food (41 percent) among all the developing regions of the world, including 
Sub-Saharan Africa. By 1990-1992, the proportion had come down to just 
16 percent, which was almost at par with the Middle East, North Africa, and Latin 
America, which had traditionally been characterized by the lowest prevalence of food 
inadequacy. In South Asia, however, there was hardly any improvement in the 
1970s—with nearly one third of the population having inadequate access to food, but 
by the end of the 1980s the proportion had come down to 22 percent. 

The preceding discussion has been concerned only with dietary energy. Lack of 
space does not permit detailed analysis of other nutrients, such as protein, fat, and 
various micronutrients. FAO does, however, provide country-level information on all 
major nutrients. Using this information, the overall picture on food consumption in 
Asia may be summarized as follows. First, from being perhaps the worst food-poor 
region in the world only two and a half decades ago, Asia has made great progress in 
raising its per capita availability of energy and protein, in bringing down the propor- 
tion of people with inadequate food, and in reducing the relative food gap of the 
underfed. Second, a number of individual countries have, however, failed to keep 
pace with the overall progress of the region and have in fact regressed, notably 
Bangladesh and Sri Lanka in South Asia, and Afghanistan, Cambodia and Mongolia 
among the transition economies, all of which have witnessed a deterioration in the 
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nutrition level of the underfed population. Finally, fat consumption has increased 
dramatically, especially in East and Southeast Asia, with disturbing implications for 
health transition in this region, a topic taken up in more detail later in the paper. 


Nonfood Inputs 


Health outcomes are a function of both food intake and nonfood inputs such as 
environmental hygiene, personal hygiene, and health care facilities. In certain cir- 
cumstances, these nonfood inputs may even turn out to be the binding constraint. In a 
review of microlevel evidence on the linkages between nutrition, morbidity, and 
mortality, Martorell and Ho (1984) concluded that among mild-to-moderately mal- 
nourished children, poor environmental condition 1s a more important determinant of 
infection than nutritional status as measured by anthropometry. And if infection does 
occur due to poor hygienic conditions, better food availability may be of little help. 
This is so for a number of reasons. For instance, if poor sanitation or contaminated 
water leads to acute diarrhea, the body may not be able to absorb the food ingested; 
also, in a state of illness the body utilizes a greater amount of energy simply to fight 
the infection so that relatively little may be left over to maintain the organs in good 
health; furthermore, illness may cause anorexia so that a person may not be able to 
eat the food even if it is available." For all these reasons, higher food availability may 
not lead to improved health outcomes, unless measures are taken to improve 
access to safe water, sanitation, and health care. | 

According to UNICEF estimates, as much as 80 percent of the people of South 
Asia and 66 percent of those in East and Southeast Asia (including the transition 
economies) had access to safe water in the first half of the 1990s, while 77 and 
89 percent respectively had access to health care (UNICEF 1996). These levels are 
comparable to those in Latin America and in Middle-East/North Africa, while supe- 
rior to those in Sub-Sabaran Africa. However, the level of access to good sanitation 
is poor in East and Southeast Asia, even by the standards of the developing world. 

The share of public expenditure allocated to health services has increased sig- 
nificantly in Asia in the three decades between 1960 and 1990. A similar increase has 
taken place all over the developing world. Relatively speaking, East and Southeast 
Asia have kept pace with other regions and have even outpaced Latin America. But 
South Asia lags behind. In 1960, the share of health services in public expenditure 
was the lowest in South Asia among all the developing regions—a meagre 0.5 per- 
cent as compared to the developing country average of 0.9 percent (UNDP 1994). In 
1990, it still remains the lowest in South Asia at 1.4 percent compared to the devel- 
oping country average of 2.2 percent. 


>The issues and evidence relating to the nutrition-infection nexus are discussed, among others, by Scrimshaw 
et al. (1968), Mata (1975), Scrimshaw (1977), Chen and Scrimshaw (1983), and Biesel (1984). 
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Differentials in Health Outcomes in Developing Asia 
Rural-Urban Differentials 


Rural areas generally lag behind in the development process. The development 
of health is no exception. For most countries for which information is available, the 
rural population appears to suffer from greater childhood mortality than the urban 
population, with the exception of Sri Lanka. This is in line with the general experi- 
ence of the contemporary developing world, although quite the opposite of the his- 
torical experience of the western world. In the early stage of the western world’s 
development, mortality used to be higher in urban areas, mainly because of more un- 
hygienic living conditions. Phenomenal improvement in public health technology 
since that time has removed this particular disadvantage, while greater concentration 
of health care and other facilities in urban areas has tipped the scale in their favor. 


Gender Differentials 


In the developed countries, female life expectancy exceeds male life expectancy 
by about six years on the average—women seem to have a natural advantage in terms 
of survival chances.* While there is no reason to believe that this six years’ difference 
is the maximum that is biologically possible, it can still be used as a standard against 
which to judge the degree of female disadvantage in other societies. 

According to this criterion, female disadvantage is the most glaring in South 
Asia compared to any other subregion of developing Asia (Table 1). There is hardly 
any excess of female life expectancy over males in Bhutan, India, Nepal, and 
Pakistan, and only a slight excess of two years in Pakistan. The excess of four years 
in Sri Lanka is more respectable, but it is still short of the developed country average 
of six years. The excess of female life expectancy has increased over time in all these 
countries, indicating some erosion of female disadvantage, but relatively speaking, 
the degree of disadvantage still remains the most severe in South Asia. 

By contrast, in the economically most advanced countries of the region, i.e., 
Hong Kong, China; Singapore, and Republic of Korea (Korea), the excess of female 
life expectancy is comparable to that of the western developed world. More surpris- 
ingly, Thailand and Vietnam have achieved similar excess at a much lower level of 
income; and even more remarkably, Kazakhstan and Kyrgyz Republic can boast an 
excess that even the developed countries will find hard to match. There is thus a 
great deal of heterogeneity in Asia with respect to female disadvantage, and not all of 
it can be explained by the stage of socioeconomic development. 


“The evidence on female advantage has been carefully reviewed by Waldron (1976, 1983). 
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Table 1: Sex Differential in Survival Chances 


Life Expectancy (yrs) Adult Mortality Under-5 Mortality 


(Female - Male) (Female as % (Female as % 
te of Male) of Male) 
1970 1993° 1990 1992 
South Asia 
Bangladesh -2 0 83 104. 
Bhutan 4 1 = 104 
India -1 0 84 104 
Nepal -1 -1 77 104 
Pakistan -l 2 89 91 
: Sri Lanka 2 4 58 79 
East and Southeast Asia 
Hong Kong, China 7 6 48 78 
Indonesia 2 4 76 84 
Korea, Rep. of 5 7 45 72 
Malaysia 3 4 68 70 
Myanmar 3 3 73 84 
Philippines 3 4 74 79 
Thailand 5 6 67 72 
Singapore 4 5 47 86 
Asian Transition Economies 
PRC 2 3 75 74 
Kazakhstan 10 9 45 74 
Kyrgyz Rep. 9 8 49 77 
Lao PDR 3 3 81 89 
Mongolia 2 2 -— — 
Viet Nam 5 5 65 — 
Pacific Islands 
Papua New Guinea 0 1 87 :82 
Sub-Saharan África 4 3 84 89 
Middle-East/ North Africa 2 2 76 86 
Latin America/ Caribbean 5 6 .. AH 85 
Developed Countries 7 6 50 72 
World 3 5 72 88 


Sources: The first two columns are from World Bank (1995), the third column from World Bank (1993), and the 
fourth column from World Bank (1994). 
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Table 2 shows that the disadvantage suffered by women in terms of survival 
chances in South Asia is not a simple biological phenomenon that begins at birth. 
This can be seen by comparing data on neonatal mortality (in the first seven days of 
life) and postnatal mortality (between 7 days and one year) with those on infant 
mortality (up to one year) and child mortality (between 1 and 5 years). It may be 
noted that neonatal mortality is in fact smaller for female babies even in the countries 
of South Asia where female disadvantage happens to be the most pronounced. The 
disadvantage actually begins to emerge later; it is already reflected to some extent in 
postnatal mortality but is particularly evident in child mortality. In India, for example, 
postnatal mortality is found to be 36 for females and 32 for males, a rather small 
difference, but child mortality is 42 for females as compared with 29 for males. 


Table 2: Sex Differentials in Infant and Child Mortality 


Neonatal Postnatal Infant Child Under-five 

Mortality Mortality Mortality Mortality Mortality 
Male Female Male Female Male Female Male Female Male Female 
Bangladesh 70.9 55.7 36.5 37.7 | 1073 93.4 46.7 62.3 149.1 149.9 
India 57.0 48.1 31.7 35.8 88.6 83.9 29.4 42.0 1154 122.4 
Pakistan 60.1 46.1 42.0 39.3 102.1 85.5 22.0 36.5 121.9 118.9 
Sri Lanka * " * * 39.5 24.7 10.0 10.1 49,2 34.4 
Indonesia 38.2 26.3 35.4 32.4 73.5 58.8 29.9 26.5 101.2 83.8 
Philippines 19.8 16.4 23.7 16.5 43.5 32.9 21.6 24.7 69.9 56.8 
Thailand * " j bs 45.0 31.0 11.0 11.0 56.0 42.0 


Sources: Bangladesh 1993/94, Demographic and Health Survey reports (NIPORT 1994); India 1992/93, IIPS (1995); 
Indonesia 1994, CBS (1995); Pakistan 1990/91, NIPS (1992); Philippines 1993, NSO (1994); Sri Lanka 
1987, DCS (1988); Thailand 1987, IPS (1988). ; 


It would thus appear that the origin of female disadvantage lies in differential 
care in terms of health care and nutrition. This macro picture accords with numerous 
micro studies that have demonstrated the existence of discrimination against South 
Asian women in the allocation of food and health care within the household.” 

There still remains the question, however, whether the life-long disadvantage of 
females owes something to the hazards of maternity in adult life. Some indirect 


Kishor (1993, 1995) provides fairly comprehensive review of the literature. See also Chen et al. (1981) and 
Bairagi (1986) for some early evidence from Bangladesh, and Sen and Sengupta (1983), Das Gupta (1987), and Basu 
(1989) on India. 
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answer to this question can be found from sex differentials in the burden of disease 
by age groups. As far as premature mortality is concerned, female and male mortality 
in India are at par in the reproductive age, whereas in every other region of the world 
female mortality is lower (World Bank 1993). This suggests that excessively high 
maternal mortality is a contributory factor toward the prevailing female disadvantage 
in South Asia. However, high maternal mortality is not simply a matter of poor ob- 
stetrics, because Indian women also suffer from excessive disability due to illness in 
the reproductive age.° As we shall see below, the excessive stress suffered by South 
Asian women in their reproductive life has profound implications for the overall 
nutritional status in this region. 


Intercountry Differentials 
Differentials in Survival Chances 


There is so much variation among the countries of developing Asia in terms of 
health and nutritional status that it is almost misleading to lump them all under 
the common rubric of “developing” countries. Indeed, as Table 3 indicates, the indi- 
vidual country performances would seem to span the whole spectrum of the devel- 
opmental range, starting from the least developed to the most advanced. Thus in 
1994, life expectancy varied from 43 years in Afghanistan, which is well below the 
average for Sub-Saharan Africa, to 79 years in Hong Kong, China, which is just 
above the average for the developed market economies. Similarly, infant mortality 
varies from 165 in Afghanistan, which is 50 percent higher than the Sub-Saharan 
average, to 5 in Hong Kong, China and Singapore, which is below the average for 
developed countries. 

Life expectancy is generally higher and mortality lower in East and Southeast 
Asian countries compared to other subregions, but high achievers can in fact be 
found in every subregion. Taking a life expectancy of 70 years as the cut-off point to 
define high achievers, it can be seen that this category includes Hong Kong, China; 
Korea; Malaysia; and Singapore from East and Southeast Asia. In South Asia, Sri 
Lanka; Kazakhstan from the transition economies; and the Republic of Fiji Islands 
from the Pacific Islands. A few other countries, such as PRC, Kyrgyz Republic, and 
Thailand come very close to this group. At the other end of the spectrum are 
Afghanistan, Bangladesh, Bhutan, Cambodia, Lao PDR, Myanmar, and Papua New 
Guinea, all of which have a life expectancy of less than 60 years. 


SThus, Indian women of the 15-44 age group lose 60 percent more effective life-years due to disability 
than Indian men of the same age group, whereas in the rest of developing world the difference is only 30 percent 
(Table 9), 
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Table 3: Regional Variation in Life Expectancy and Mortality in Asia 


Life Expectancy Under-Five Infant 
at Birth Mortality Rate Mortality Rate 
1960 1994 1960 1994 1960 . 1994 
South Asia 
Bangladesh 40 55 247 117 151 91 
Bhutan 38 50 324 193 203 125 
India 45 60 236 119 144 79 
Maldives 44 63 — — 158 56 
Nepal 39 53 290 118 190 84 
Pakistan 45 61 221 137 137 94 
Sri Lanka 63 72 130 19 90 15 
East and South East Asia 
Hong Kong, China 67 79 52 6 38 5 
Indonesia 42 62 216 111 127 71 
Korea, Rep. of 55 71 124 9 88 8 
Malaysia 55 71 105 15 73 12 
Myanmar 45 24 237 109 158 79 
Philippines 54 66 102 57 73 44 
Thailand 54 69 146 32 101 27 
Singapore 66 75 40 6 3] 5 
Asian Transition Economies 
Afghanistan 34 43 360 257 215 165 
Cambodia 43 51 217 177 146 . 113 
PRC 49 68 209 43 140 $5 
Kazakhstan 60 70 - 48 = 41 
Kyrgyz Rep. 59 69 — 56 - 47 
Lao Rep 40 51 233 138 155 94 
Mongolia 48 63 185 76 128 58 
Viet Nam 45 65 219 46 147 35 
Pacific Islands 
Fiji Islands, Rep. of the — 59 71 - - 71 24 
Papua New Guinea 42 56 248 95 165 67 


Sources: UNDP (1994), UNICEF (1996). 


In terms of infant mortality, five countries are in a different league altogether. 
These are: Hong Kong, China; Korea; Malaysia; Singapore; and Sri Lanka. They all 
have infant mortality rates of 15 or less, which is comparable to the levels achieved 
by the western developed countries. At the other extreme are Afghanistan, Bhutan, 
and Cambodia, which have mortality rates in excess of 100, followed closely by 
Bangladesh, Lao PDR, and Pakistan which have figures in the 90s. 

There are two aspects in these differentials that deserve particular mention. 
First, it is worth noting that among the high achievers listed above, Sri Lanka stands 
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out as being a relatively poor country that has achieved health outcomes normally 
associated with much higher levels of national income. Thus in 1992, its per capita 
national income (PPP-adjusted) was only 40 percent of that of Malaysia, the second 
poorest country in the top group of five, and just 13 percent of that of Hong Kong, 
China the richest of the five. 

This disjunction between income and health outcomes can also be observed 
from the pattern of changes over time. Between 1960 and 1994, the largest percent- 
age reductions in under-five mortality were achieved by the same group of five 
mentioned above, plus PRC, Thailand, and Viet Nam, which all achieved an 80 to 
90 percent reduction in a span of just three decades. However, these countries vary 
enormously in terms of the rate of growth of per capita income during this period. 
For instance, while the annual rate of growth exceeded 6 percent for Hong Kong, 
China; Korea; and Singapore, and 4 percent for Malaysia and Thailand, the rate was 
below 3 percent for the PRC and below 2 percent for Sri Lanka. This shows that 
affluence may be a sufficient but not necessary condition for achieving satisfactory 
health outcomes, and that it may be possible to short-circuit the long haul of 
economic growth. 

The second aspect that deserves emphasis is the fact that intercountry differen- 
tials in survival chances are widening over time. In 1960, East and Southeast Asia 
had only a slightly lower under-five mortality than South Asia; by 1994, the gap had 
become much wider. While East and Southeast Asia reduced under-five mortality 
almost to a quarter of the 1960 level (reaching 56), South Asia managed to reach just 
about half its 1960 level (reaching 124). 


Differentials in Childhood Malnutrition 


The differentials in terms of childhood malnutrition are presented in Table 4. 
A comparison of this table with Table 5 shows that the set of countries that have 
achieved low levels of childhood malnutrition do not exactly coincide with the set of 
countries that have achieved high levels of survival chances, although there is some 
partial overlap. 

Thus, while countries like PRC, Malaysia, Singapore, and Thailand belong to 
both sets, Sri Lanka no longer stands out in South Asia as an exceptional country in 
terms of the proportion of underweight children (although it still stands out in terms 
of the proportion of stunted children). On the other hand, Mongolia, which is a mid- 
dling country in terms of survival chances and a poor one in terms of per capita in- 
come, turns out to have an exceptionally low level of childhood undernutrition, 
almost at par with affluent Singapore. Similarly, Papua New Guinea, where survival 
chances are a lot lower than in Thailand, does nevertheless have a comparable record 
on the prevalence of underweight children. It would thus appear that the factors 
affecting childhood malnutrition are to some extent different, though not entirely 
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distinct, from those affecting survival chances. This point will be explored further 
when we analyze the factors behind differential health outcomes. 


Table 4: Regional Variation in Childhood Malnutrition (c. 1990) 


Low Weight Low Height Low Weight Low Birth Weight 
for Height (%) for Age (%) for Age (%) Babies (%) 
(Wasted) (Stunted) (Underweight) (LBW) 
South Asia 
Bangladesh 15.5 64.6 65.8 50 
Bhutan 4.1 56.1 37.9 — 
India 19.2 62.1 63.9 33 
Maldives 6.3 — -— 20 
Nepal 14.0 69.0 70.0 26 
Pakistan 9.2 50.0 40.4 25 
Sri Lanka 12.9 27.5 38.1 25 
East and South East Asia 
Hong Kong, China — -— — 4 
Indonesia — — 39.9 14 
Korea, Rep. of — — — 9 
Malaysia - — 23.0 10 
Myanmar 11.0 49.7 38.0 13 
Philippines 4.5 38.6 32.9 6 
Thailand 95.7 22.4 25.8 13 
Singapore — — 14.0 7 
Asian Transition Economies 
Afghanistan — — ~ 20 
Cambodia 8.0 38.0 40.0 - 
PRC 3.6 32.1 21:3 4 
Lao Rep 10.5 40.1 36.7 18 
Mongolia 2.0 26.0 12.0 10 
Viet Nam 9.4 56.5 45.0 13 


Pacific Islands 
Fiji Islands, Rep. of the -— — — 
Papua New Guinea 5.5 43.2 29.9 23 
Sources: UNDP (1994), UNICEF (1996), FAO (1996). 


The other feature that is worth noting is the exceptionally poor record of South 
Asia in respect of childhood malnutrition, a point already made in the context of 
comparing Asia with the rest of world. The situation is particularly bad in 
Bangladesh, India, and Nepal, where well over 60 percent of the children are both 
stunted and underweight. Pakistan and Sri Lanka are slightly better off, with an 
underweight prevalence of around 40 percent, but even this figure falls in the upper 
range of the spectrum prevailing in the rest of Asia. As noted in the preceding 
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section, South Asia holds the dubious distinction of having the largest prevalence of 
undernourished children not just in relation to the rest of Asia, but also in relation to 
the rest of the developing world, including Sub-Saharan Africa. What is so special 
(i.e., specially bad!) about South Asia that explains this phenomenon? This question 
will be explored below in the context of analyzing the factors behind intercountry 
differentials in health outcomes. 


Factors Behind Intercountry Differentials in Health Outcomes 


The preceding discussion leads naturally to the question of what are the factors 
that can account for the observed differentials in health outcomes between different 
countries of developing Asia. We have tried to address this question with the help of 
cross-country regressions using data for the early 1990s. A couple of general remarks 
are in order at this stage. 

First, although our focus is on developing Asia, the analysis of intercountry 
differentials actually includes as many developing countries as possible, from all 
three developing continents, depending on the availability of data. This was done on 
the grounds that the experience of other countries is also relevant for understanding 
the successes and failures in Asia. In all, 75 to 80 countries were included in the 
cross-country regression analyses. Second, in view of the point made earlier that the 
determinants of child malnutrition do not seem to be identical to the determinants of. 
survival chances, separate exercises have been performed for survival chances and 
child malnutrition. 


Determinants of Survival Chances 


There is much debate in the literature concerning the relative importance of 
various determinants of health. Three major types of theories have emerged in ex- 
plaining the secular improvement in health and nutrition observed in the developed 
world and parts of the contemporary developing world. These may be called the ma- 
terial well-being or nutrition-based theory, public health or technology-based theory, 
and cultural-behavioral theory.’ 

As the name implies, the nutrition-based theory explains improved health out- 
comes ‘principally in terms of the secular improvement in food consumption made 
possible by general expansion in material prosperity and increased agricultural pro- 
ductivity. MéKeown (1976, 1979) and his colleagues have advanced this hypothesis 
to explain the vast improvement in life expectancy that occurred in the western world 
in the late 19th century and early 20th century, on the grounds that it was not until 


Tsee Caldwell (1993) and Murray and Chen (1993) for an illuminating discussion of these alternative 
perspectives. 
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well into the 20th century that major advances occurred in medical technology capa- 
ble of fighting the major killer diseases of those times. Recently, Fogel (1992, 1994) 
and his colleagues have lent further weight to this explanation by arguing that it was 
improved nutritional intake that mainly accounted for the secular improvement in 
physical status enjoyed by the people of the western world over the last few 
centuries. 

The public health or technology-based theory, by contrast, highlights the im- 
portance of access to safe water, sanitation, and more recently, mass vaccination and 
other public health measures (such as oral rehydration therapy for diarrhea) for the 
spectacular success that has been achieved in conquering many infectious diseases 
and thereby improving the length and quality of human life. Szreter (1988) has re- 
cently made the case for the progress made in public health activities at the local 
level, against the nutrition-based theory of McKeown and others, to explain the im- 
provement in health status in the western world prior to the advent of modern medi- 
cine. However, the main claim of this theory concerns the sharp decline in mortality 
observed in the contemporary developing world. 

It is also in explaining the experience of the contemporary developing world 
that the cultural-behavioral theory comes into play. Vast disparities in the experience 
of the contemporary developing world provide the motivation for this theory. It is 
well-known that several poor countries (such as PRC, Costa Rica, Cuba, Mauritius, 
and Sri Lanka) and subregions (such as the Kerala state in India) have achieved lev- 
els of life expectancy that are close to the levels achieved by the richest countries in 
the world, which suggests that a good deal more than material prosperity is involved 
in improving human health. By the same token, a good deal more than public health 
technology must also be involved, because other countries that have not done so well 
have had access to the same technology employed by the more successful ones. The 
missing element, it is claimed by this theory, lies in the cultural and behavioral pat- 
tern of the people concerned; presumably, different cultural influences predispose 
them to respond differently to the availability of food and health technology. Among 
the major determinants of the relevant behavioral pattern, researchers have already 
identified female education and gender relationship as especially important, along 
with the system of governance.* 

While debate continues on the relative importance of the three alternative 
frameworks of explanation, what is important for the present purpose is to recognize 
that each framework identifies some crucial determinants of health that ought to be 
taken into account in any comprehensive analysis of health status. Accordingly, our 
explanatory variables are derived from all three frameworks. 

The material well being-based theory emphasizes the role of income and food 
consumption. Higher income is supposed to entail higher food consumption—in 


5A thorough discussion of the issues and the evidence can be found in Caldwell and Santow (1989), Caldwell 
and Caldwell (1991), and Caldwell et al. (1991). 
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terms of both quality and quantity—and thereby lead to better health outcomes. In 
this explanatory framework, income and food consumption are not two independent 
variables since the former is assumed to have its effect through the latter. However, 
in the case of a cross-country regression, it may make sense to use two separate vari- 
ables for them, for two reasons. First, it may not be wise to use food consumption 
alone, since higher national income does not just allow higher food consumption but 
also higher access to health care facilities and better hygienic conditions, which too 
have implications for health outcomes. In so far as these nonfood inputs do not 
correlate well with food consumption, and data on them are difficult to come by, it is 
advisable to use per capita income as a proxy for such variables. Second, it may not 
be wise to use the income variable alone, because while per capita income may be a 
reasonable proxy for per capita food consumption, what we really need 1s informa- 
tion on the lower end of the consumption distribution, which may not correlate well 
with per capita income or food consumption. 

Accordingly, the present analysis has used both per capita income (PPP- 
adjusted; version Penn 5.6) and a distribution-sensitive measure of food inadequacy. 
For the latter, we have used FAO's estimates of relative food inadequacy: this is de- 
fined as the shortfall of the consumption of the underfed from some norm of desir- 
able consumption, expressed as a percentage of overall food supply (FAO 1996). 

Drawing from the technology-based theory, we have used population per doctor 
as an additional explanatory variable. This is admittedly not a very satisfactory meas- 
ure, since the effect of technology will depend not just on the availability of doctors 
but also on the quality and quantity of medicine and equipment, the timeliness and 
quality of service, the balance between preventive and curative care, and so on. But 
these things are difficult to quantify; in any case, reliable data on them do not exist 
for most developing countries. 

In order to capture some of the other aspects of access to health technology, we 
have used three more variables: percentage of population with access to modern 
health services, percentage of population with access to good sanitation, and percent- 
age of population with access to safe water. Since most of these health-related facili- 
ties happen to be concentrated in urban areas, we have also used the rate of 
urbanization as an additional variable, i.e., a higher rate of urbanization can be ex- 
pected to be associated with better survival chances, other things remaining the same. 

The cultural-behavioral theory maintains that while availability of health serv- 
ices is certainly necessary for improving health outcomes, it is by no means sufficient 
because much depends on how people actually utilize those services. In practice, this 
usually means how women can make use of those services, since it is the mothers 
and women in general who typically take care of health and nutrition within the fam- 
ily. That in turn depends on the awareness of women about health problems and 
about the right kind of care, their self-confidence to demand and procure the neces- 
sary services, and their ability to interact with the providers of health services. The 
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single most important factor that has a profound effect on all these attributes, i.e., 
awareness, confidence, and the ability to interact, is education. Female education 
therefore plays a crucial role in the explanatory framework of the cultural-behavioral 
theory.’ 

It should be noted that by emphasizing female literacy, we do not wish to imply 
that male literacy is not relevant for health outcomes. In fact, many microlevel stud- 
ies do indicate the significance of male education in addition to female education. As 
it happens, male education tends to have a slightly weaker effect than female educa- 
tion in most cases, but it nevertheless has a significant effect. In the framework of a 
cross country regression, however, it would be hopeless to try to include both male 
and female education as separate variables in view of the strong correlation that ex- 
ists between them. So we are constrained to choose only one, and in the regressions 
that follow we have chosen the one that yielded a better specification. In addition to 
literacy rates, we have also used mean years of schooling as an explanatory variable 
because micro studies indicate that the level of a mother's education has a positive 
effect on child survival, which is additional to the effect of having literate mothers." 

Finally, we have used female share of a country's labor force as an explanatory 
variable, because, like education, labor force participation may give women the con- 
fidence and the autonomy to make better use of private and public resources for 
looking after the health of her family. : 

The full set of explanatory variables thus includes the following: per capita in- 
come, a distribution-sensitive index of food inadequacy, population per doctor, per- 
centage of population with access to modern health care facilities, percentage of 
population with access to good sanitation, percentage of population with access to 
safe water, rate of urbanization, literacy rate, mean years of schooling, and female 
share of the labor force.'* Following the general-to-specific methodology of model 


"By now a huge body of microlevel evidence exists which shows what a profound impact maternal education 
can have on nutritional status in general and survival chances in particular. For extensive reviews of this literature, 
see, inter alia, Caldwell (1986), Caldwell and Caldwell (1985), Cleland and Ginneken (1988), Hobcraft (1993), and 
LeVine g al, (1994). 

In some cases it may even have as strong an effect as female education; this was found tọ be the case in 
Sri Lanka where rapid expansion of female education has traditionally received most of. the credit (Caldwell and 
McDonald 1981). 

Using data from the World Fertility Survey of the mid-1970s, Caldwell and McDonald (1981) found that 
secondary education has twice the impact of primary schooling in reducing child mortality. 

“Our data refer roughly to the first half of the 1990s. For per capita income, we used the latest version (Penn 
5.6) of PPP-adjusted figures for 1992. For other variables, we tried to use data for 1992 as far as possible, but in many 
cases comparable data were not available for that particular year. For instance, the FAO data for food inadequacy refer 
to 1990-1992, while child undernutrition data are compiled by WHO from surveys carried out in different years of the 
late 1980s and early 1990s. Our data set thus refers to a cluster of years around 1992. However, since none of our 
variables is likely to change dramatically within a space of two to three years, we do not feel that the inability to relate 
all variables to a single year is a serious problem. The data were compiled from the following sources: World Bank’s 
World Development Report (various years) and Social Indicators of Development (various years); UNDP's Human 
Development Report (various years), WHO’s World Health Report (various years); and UNICEF’s The State of the 
World’s Children (various years). 
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specification, our initial regression included all the variables, but the set of regressors 
was gradually narrowed down by eliminating one by one the least significant variable 
in each step. The process of elimination was ended when none of the remaining 
regressors had a t-value of less than 1.'° The final regression thus derived is the one 
that is reported and discussed below. 

The dependent variable, survival chances, was measured by two indicators: life 
expectancy and infant mortality rate. The results are reported in Tables 5 and 6 re- 
spectively. The following features of these estimates are worth noting. 

(i) The estimated models appear to be reasonably satisfactory, as the cho- 

sen explanatory variables together account for 87-88 percent of the 
variation in the dependent variable. 


(ii) Higher per capita income leads to higher life expectancy and lower in- 
fant mortality. It is of course only to be expected that as a country be- 
comes richer its people should be able to live longer since higher 
income will enable them to gain access to higher levels of food, health 
care, and education—all of which are essential for living a long and 
healthy life. However, since these requirements for a healthy life have 
also been included as separate explanatory variables, the coefficient of 
income must be interpreted to reflect an additional effect, one that is 
not captured by these inputs. Perhaps it reflects the quality of inputs 
that is not adequately captured by our data on the access to food and 
nonfood determinants of health. 


(iii) It may be noted that food inadequacy does not appear as a significant 
variable in the equation for life expectancy, although it does so in the 
equation for infant mortality. This should not, however, be taken to 
mean that food consumption has no impact on life expectancy. It is the 
collinearity between income and food inadequacy that prevents both 
variables from becoming significant at the same time in the equation 
for life expectancy. This becomes clear when the income variable is 
replaced by food inadequacy, as in Equation (2) of Table 5, where food 
inadequacy is found to be highly significant. We have nevertheless in- 
cluded income rather than food inadequacy in the basic equation since 
income was found to provide a slightly better specification." 


I5 At each stage, we used ordinary least squares to estimate the coefficients. However, we did test for hetero- 
skedasticity, using the Breusch-Pagan test. If heteroskedasticity was found, we first tried alternative functional forms 
taking logarithms of some explanatory variables as well as dependent variables. In most cases, this procedure elimi- 
nated heteroskedasticity; in a few cases that it did not, we reestimated the standard errors of coefficients using 
White's heteroskedasticity-consistent variance-covariance matrix. The reported t-values are based on these re- 
estimated standard errors. 

According to the Davidson-MacKinnon non-nested test. 
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Basic Equation 
Explanatory Variables Eq. (1) Eq. (2) Eq. (3) 
Constant 17.718** 39.440** 5.691 
(2.34) (9.10) (0.53) 
Per capita income 2.770** 2.125** 
(2.95) (2.07) 
Population per doctor -1.706** -1.998** -1.983** 
(-2.96) (-4.04) (—3.32) 
Population with access to safe water 0.065** 0.072** 0.061** 
(2.34) (2.99) (2.06) 
Female literacy rate 4.348** 4.359** 
(4.15) (4.36) 
Mean years of schooling (female) 0.824** 1.045** 
(2.93) (3.84) 
Index of food inadequacy ~1.159** 
(—-2.42) 
Male literacy ratio wae 
(3.65) 
Mean years of schooling (male) 0.979** 
(3.05) 
R? 0.880 0.872 0.868 
N 83 83 83 


Notes: (1) Per capita income, population per doctor, literacy, and the index of food inadequacy are in logarithms; the 


Table 5: Cross-country Regression on Life Expectancy 
in Developing Countries (early 1990s) 


rest of the variables are linear. wf 

(2) Figures in parentheses are t-values. In the presence of heteroskedasticity, the t-values were calculated by 
using standard errors obtained from White's heteroskedasticity-consistent variance-covariance matrix. 

(3) The symbols ** and * indicate significance at 5 percent and 10 percent level, respectively. 


(iv) 


(v) 


Nonfood inputs are also very important for improving survival 
chances, as is revealed by the significance of population per doctor and 
access to safe water for both life expectancy and infant mortality (and 
also of access to good sanitation for the latter). 


Education too is found to make a significant contribution to improving 
survival chances. A couple of remarks are in order in this context. 
First, while our results confirm the widely noted finding that the spread 
of literacy is very important for a healthy life, it is also necessary to 
draw attention to the fact that the depth of education, as measured by 
mean years of schooling, is also important. On average, an additional 
year of schooling increases life expectancy by nearly a year and 
reduces infant mortality by more than two deaths per thousand. 
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Secondly, although we have included female literacy and female mean 
years of schooling in our final regression, that does not mean that male 
education is unimportant. Once again, it is collinearity that prevents 
both variables from being revealed as significant in the same equation; 
when introduced separately, each is found to be significant, as can be 
seen from Eq. (3) in Table 5 and Eq. (2) in Table 6. However, our final 
equation includes female education because it was found to outperform 
male education in a non-nested test of model specification.” 


(vi) The fact that female education outperforms male education in the test 
for model specification testifies to the importance of female agency, in 
addition to the importance of education itself, for the survival chances 
of a population. Further evidence on the importance of female agency 
is provided by the presence of the variable measuring female labor 
force participation in the equation for infant mortality (Table 6). On the 
average, an increase of ten percentage points in the share of females in 
total labor force reduces infant mortality by nearly six and a half deaths 
per thousand. 


In summary, the survival chances of a population depends on the (1) quantity of 
food that is available especially at the lower end of the distribution; (ii) the access to 
such nonfood inputs as health care facilities, sanitation, and safe water; (iii) the 
spread and depth of education; and (iv) the strength of the female agency. These are 
the proximate determinants of health. Income growth plays an important role here 
insofar as it has the potential to improve both the level and the quality of each of 
these determinants. This message is neatly captured in the title of a recent study, 
“Wealthier is Healthier” (Pritchett and Summers 1996)."° 

It is important, however, not to fall into the unidimensional trap of believing 
that rapid growth of income and wealth is all there is to improving the health of a 
nation. Given growth performance, countries that extend primary health care and 
female literacy up to near universal levels and close the food gap of the poor by 
either redistributive measures or targeted food distribution programs, will improve 
the health outcomes of their people a lot sooner than those that do not. Such policies 


Pn the case of infant mortality, the non-nested test actually failed to discriminate between female and male 
education in the presence of all other variables of the basic equation. However, once female labor force participation 
was dropped (because of its collinearity with female education), the test did reveal better specification with female 
education. 

This study is based on a cross country regression of change in survival chances from 1960 to 1990. Many 
other studies of the cross country type have revealed the importance of income for health and nutrition. See for in- 
stance, Rodgers (1979), Preston (1980), Flegg (1982), Hobcraft et al. (1984), Parpel and Pillai (1986), Hill and Pebley 
(1989), Kakwani (1993), and Subbarao and Raney (1995). 
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Table 6: Cross-country Regression on Infant Mortality Rate 
in Developing Countries (Early 1990s) 


. Basic Equation 
Explanatory Variables Eq. 1 Eq. 2 
Constant 245.30** 303.39** 
(6.34) . (5.92) 
Per capita income -11.979** -10.694** 
(2.60) (-2.32) 
Index of food inadequacy 0.573* 0.570* 
(1.79) (1.78) 
Population per doctor 0.732** 0.780** 
(3.11) (3.43) 
Population with access to safe water -0.141 -0.161 
(-1.03) (-1.15) 
Population with access to good sanitation -0.276** -0.238** 
(-2.40) (-2.02) 
Female share of labor force -0.646** -0.760** 
(-2.90) (—3.49) 
Female literacy rate -12.216** 
(-2.29) 
Mean years of schooling (female) -2.329* 
(-1.80) 
Male literacy rate -25.464** 
(-2.54) 
Mean years of schooling (male) -2.760** 
i (-2.02) ce 
R? 0.868 0.868 
N 75 75 
Notes: (1) Per capita income and literacy are in logarithm; the rest of the variables are linear. 
(2) Figures in parentheses are t-values. In the presence of heteroskedasticity, the t-values were calculated by 
using standard errors obtained from White’s heteroskedasticity-consistent variance-covariance matrix. 
(3) The symbols ** and * indicate significance at 5 percent and 10 percent level, respectively 
also of course promote economic growth, thereby indirectly improving health. But, 
apart from any indirect effects, these policies improve health outcomes directly, in- 
dependently of growth. 
There is some evidence that such independent effects may actually be stronger 
than the effect of growth, at least in the short run. For instance, Anand and Ravallion » 


(1993) showed tbat in Sri Lanka, between 1952 and 1981, an increase in public 
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spending on health reduced infant mortality 22 times more than an equivalent 
increase in per capita income. 

The same study also tried to explain intercountry differences in health outcomes 
(as measured by life expectancy) by per capita income, low poverty, and public 
expenditure on health. Each of the three, taken separately, appeared to improve life 
expectancy, but only poverty and public health spending had statistically significant 
effects after controlling for the other variables. Per capita income had no independent 
effect. 

This is not to suggest that income growth is not important for improving health 
outcomes, but to highlight the point that growth operates mainly by enabling the state 
to provide better health services and by helping the poor to escape the worst effects 
of poverty. Therefore, the effectiveness of growth in improving health depends on: 
the willingness and ability of the state to use some of the extra resources created by 
growth to improve the people's quality of life, and the capacity of the growth process 
to increase personal incomes of the poor. 

It is instructive to note in this context that some poorer countries such as PRC, 
Sri Lanka, Viet Nam, and the Kerala state of India rival the richest countries of the 
region in providing near-universal health care to their populations. That is mainly be- 
cause their governments have placed greater emphasis on providing primary health 
care facilities, especially for the prevention of communicable diseases and maternal 
mortality, and less on the high-tech treatment of noncommunicable diseases. This 
emphasis on primary health care facilities—associated with a much smaller degree of 
urban bias than present elsewhere—has helped in two ways. First, since the provision 
of such facilities is less expensive than the provision of higher-level facilities for the 
treatment of noncommunicable diseases, these countries have been able to reach a 
wider section of the population for any given level of total health expenditure. Sec- 
ond, they have benefited from the fact that providing the same level of primary health 
care is less expensive in a poorer country than in a richer one, because these services 
are labor-intensive and labor is cheaper in poorer countries. As a result, these coun- 
tries have been able to spread the net wider at a lower cost. 

In short, the same level of income and wealth may be associated with different 
levels of the proximate determinants of health noted above. So the relation between 
wealth and health will depend crucially on how the process of wealth creation im- 
pacts on the level and quality of these determinants. Policy making will have to be 
sensitive to these impacts and guide the growth process accordingly, in addition to 
being concerned with the level and growth of wealth. 


Determinants of Child Undernutrition 


In the cross country regression for child undernutrition, two measures of under- 
nutrition were used as the dependent variable: the proportion of underweight children 
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and the proportion of stunted children. However, since the results were very similar, 
with only slight differences that will be noted below, we report here only one, the 
regression for stunting. As in the case of survival chances, we followed the general- 
to-specific methodology of model selection by starting out with a comprehensive set 
of regressors and then gradually whittling them down. In addition to the explanatory 
variables considered for survival, we included here two new variables. 

One of them is the prevalence of low birth weight, measured by the percentage 
of live births in which the baby weighs less than 2.5 kg at full term. There are good 
biological reasons to believe that low birth weight has strong implications for a 
child’s subsequent nutritional achievement. The occurrence of low birth weight is 
mainly a reflection of poor maternal nutrition; the women who experience greater 
nutritional stress during pregnancy tend to bear more LBW babies. These babies are 
therefore born with an initial handicap, having been deprived of adequate nutrition in 
the fetal stage. The consequences of this handicap can last a long time. Inadequate 
fetal nutrition hampers the development of their immunological competence; that is 
why neonatal death is far more common among LBW babies as compared with 
normal babies. Those who survive with a defective immune system fall prey to 
frequent infections and get trapped into the vicious circle of the nutrition-infection 
nexus. The deprivation of energy and other nutrients that follows from this vicious 
circle retards their physical and mental development. Therefore, a society with 
greater prevalence of LBW babies is also likely to be one that is suffering from a 
greater degree of child undernutrition, other things remaining the same.” . 

The other new variable is a dummy variable for South Asia. This was included 
in view of the fact discussed earlier that child malnutrition happens to be particularly 
severe in South Asia. It is of course quite possible that the particular disadvantage of 
South Asia emanates solely from its excessively high incidence of low birth weight 
babies, which has already been included as an explanatory variable. In that case, the 
dummy variable would be redundant. Still, this variable was included in order to see 
if South Asia suffers from any other disadvantage after allowing for the effect of low 
birth weight. 

The following features of the estimation results are worth noting (Table 7): 


(1) Higher per capita income and higher rate of urbanization tend to im- 
prove children's physical status (Eq. 1). 


(ii) Female literacy has a strong influence on the incidence of stunting, but 
male literacy does not even when it 1s introduced alone so as to avoid 
any potential multicollinearity with female literacy (Eq. 2). 


"For an authoritative biomedical account of the consequences of low birth weight, see Battaglia and Simmons 
(1979). For a review of the epidemiological evidence on the consequences of low birth weight, see Martorell et al. 
(1978). 


S 
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Table 7: Cross-country Regression on the Prevalence of Stunted Children 
in Developing Countries (Early 1990s) 


Basic equation 


Explanatory Variables Eq. 1 Eq. 2 Eq. 3 Eq. 4 
Constant 149.65** 163.02** 136.02** 139,79** 
(5.34) (4.54) (4.20) (4.30) 
Per capita income -6.380** -6.356** -5.374* -5.985* 
(-2.12) (-2.04) (-1.77) (-1.94) 
Population per doctor -3.590* -5.985* -4.436** -3.914* 
(-1.67) (-1.39) (-2.01) (-1.73) 
Urbanization -11.413** -11.324** -11.594** -11.156** 
(-3.09) (-3.01) (-2.64) (-2.54) 
Female literacy rate -7.060** -7.045** -6.590** 
(-2.19) (-2.15) (-2.00) 
Male literacy rate -10.014 
(-1.55) 
Dummy variable (South 15.827** 17.558** 9.282 
Asia =1; other regions = 0) (2.79) (3.09) (1.09) 
Incidence of low birth weight 0.661** 0.369 
(2.56) (0.99) 
R’ 0.580 0.563 0.564 0.573 
N 66 66 66 66 


Notes: (1) Per capita income, population per doctor, literacy, and urbanization are in logarithm; all other variables are 


linear. 
(2) Figures in parentheses are t-values. In the presence of heteroskedasticity, the t-values were calculated by 
using standard errors obtained from White's heteroskedasticity-consistent variance-covariance matrix. 

(3) The symbols ** and * indicate significance at 5 percent and 10 percent level respectively. 


(iii) Both the dummy variable for South Asia and the incidence of low birth 
weight are significant when introduced separately (Eqs. 1 and 3 re- 
spectively), but neither is significant when jointly introduced (Eq. 4). 
Furthermore, the non-nested test fails to discriminate between these 
two variables, which signifies that the two variables are probably cap- 
turing the same phenomenon. This implies that as far as stunting is 
concerned, the South Asian disadvantage emanates almost entirely 
from the excessive incidence of low birth weight it suffers from. 
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In summary, child nutrition is positively influenced by urbanization; female lit- 
eracy; and access to health care, safe water, and sanitation. The incidence of low 
birth weight has a negative impact on child nutrition; in fact, the excessively high in- 
cidence of stunting in South Asia is explained almost entirely by the exceptionally 
high level of low birth weight observed in this region." 

Given the importance of low birth weight in explaining the South Asian disad- 
vantage in child nutrition, it is interesting to ask what lies behind the incidence of 
low birth weight. A cross country regression on low birth weight was carried out to 
shed light on this question. The choice of explanatory variables was guided by the 
fact noted earlier that low birth weight essentially reflects the quality of maternal nu- 
trition, because women who experience greater nutritional stress during pregnancy 
tend to bear more LBW babies.'? Therefore, anything that affects maternal nutrition 
and health has a potential relevance for the incidence of low birth weight. Some of 
these factors are the same as the determinants of the general level of nutrition and 
health in a country, e.g., income, food, various nonfood inputs, urbanization, and 
education. Accordingly, all these were included as explanatory variables. 

In addition, however, maternal health, and hence the incidence of low birth 
weight, is also likely to be influenced by the strength of the female agency. Female 
education will reflect this to some extent, and we have included female share of the 
labor force as an additional indicator. Finally, female age-at-first-marriage is also 
included because very young mothers are more likely to deliver low birth weight 
babies than the mature ones. 

As before, we adopted the general-to-specific methodology to choose the final 
specification. According to our results (reported in Eq. 1 of Table 8), the incidence of 
low birth weight is aggravated by food inadequacy and low age of females at first 
marriage, and reduced by greater access to safe water and higher rate of urbanization. 
Income does not appear in the basic equation, but it is found to have a significant 
effect once the collinear variables such as food inadequacy and urbanization are 
removed (Eq. 2). Similarly, although education does not appear in the basic equation, 
it is found to have a significant effect once food inadequacy and urbanization are 
removed (Eq. 3). 


I8 another set of regressions was run taking the proportion of "underweight" children as the dependent vari- 
able. The results are essentially the same as in the case of "stunting", except that in this case the South Asian dummy 
remains significant even after allowing for low birth weight, which suggests that in addition to low birth weight there 
exist some other factors, not accounted for in this exercise, which contribute to the South Asian disadvantage. 

See Battaglia and Simmons (1979) on the aetiology of low birth weight. 


— 


Health and Nutrition in Emerging Asia 5 5 


Table 8: Cross-country Regression on the Prevalence of Low Birth Weight 
in Developing Countries (Early 1990s) 





Explanatory Variables Basic equation 
Eq. 1 Eq. 2 Eq. 3 

Constant 4.623 ** 4.945** 5.006** 

(11.21) (16.21) (16.43) 
Index of food inadequacy 0.565** 

(1.82) 
Population with access to safe water —0.164** —0.124 —0.327** 

(—2.10) (—1.26) (4.45) 
Urbanization —0.220** 

(—-3.60) 
Female age at first marriage —0.035** —0.036** —0.032** 

(—3.04) (—2.66) (-2.19) 
Dummy variable 0.750** 0.868** 0.851** 
(South Asia = 1; other regions = 0) (6.68) (7.90) (7.01) 
Per capita income —0.159** 

(-3.11) 
Aduit literacy rate —0.128** 
(male and female combined) 
(—2.00) 

R? 0.713 0.691 0.634 
N 78 78 78 


Notes: (1) Per capita income, population per doctor, population with access to safe water, literacy, index of food in- 
adequacy, and urbanization are in logarithm; other variables are linear. 
(2) Figures in parentheses are t-values. In the presence of heteroskedasticity, the t-values were calculated by 
using standard errors obtained from White's heteroskedasticity-consistent variance-covariance matrix. 
(3) The symbols ** and * indicate significance at 5 percent and 10 percent level respectively. 


The most interesting finding for our present purpose is that even after allowing 
for the effects of such factors as income, food, nonfood inputs, urbanization, educa- 
tion, and age-at-first-marriage, there remains an unexplained excess .of low birth 
weight in South Asia, which is captured by the dummy variable. Presumably, there is 
something in the culture of this region that leads to excessive neglect of maternal nu- 
trition, in addition to what can be explained by the usual determinants of health and 
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nutrition.” It is plausible to argue that it is this excessive neglect of maternal nutri- 
tion that ultimately accounts for excessive child undernutrition in South Asia. In 
other words, a particularly pernicious kind of intergenerational transmission mecha- 
nism seems to be operating there—the neglect of maternal nutrition causes high inci- 
dence of low birth weight, which in turn causes poor child nutrition." 


Future Scenarios and Challenges 


How is the health and nutrition scenario of developing Asia likely to evolve in 
the early part of the 21st century? We begin by reporting some projections of health 
inputs and health outcomes, followed by a discussion of the phenomenon of health 
transition linked to demographic transition and other socioeconomic changes, and 
finally some observations on specific health risks such as smoking-related diseases 
and AIDS. 


Projections of Health Inputs and Outcomes 
Projected Food Availability 


The International Food Policy Research Institute (IFPRI) has projected per 
capita food availability in various countries up to the year 2020 by using an inter- 
country model in which the price and quantity of food are determined by the interac- 
tion of supply and demand and the countries are linked through international trade 
(Rosegrant et al. 1995). The baseline projection is based on IFPRI’s best estimates of 
how income, population, trade protection, and technological improvement are likely 
to evolve. There are four other projections: one is based on lower-than-baseline 
population growth, the second is based on lower-than-baseline investment, the third 
is based on higher-than-baseline investment, and the final one is based on the 
assumption of extensive trade liberalization involving full removal of agricultural 
protection all over the world. - 

Under the baseline scenario, South Asia will have a per capita availability of 
2600 Kcal a day by the year 2020 (as compared with 2300 Kcal in 1990), which is 
above the level currently obtaining in Southeast Asia. This is a respectable increase; 
but Bangladesh is projected to remain a poor relative of the subregion with a per 
capita availability of only 2127 Kcal. However, if complete trade liberalization is 


20 come of the evidence on the excessive neglect of women in South Asia was discussed earlier in the context 
of gender differentials in health outcomes. One manifestation of this neglect is that the proportion of pregnant women 
suffering from anemia has been found to be exceptionally high in South Asia—as high as 78 percent as against the 
next highest rate of 43 percent observed in Sub-Saharan Africa (World Bank 1993). 

For a similar argument, albeit based on a different kind of evidence from the one presented here, see Rama- 
lingaswami et al. (1996). 


» 
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allowed, even Bangladesh’s per capita availability gets closer to those of its neigh- 
bors, which themselves remain relatively unaffected by liberalization. 

The PRC is projected to “gain strongly under the baseline scenario, with per 
capita calorie availability rising from 2555 Kcal in 1990 to 3373 Kcal in 2020, while 
Southeast Asia is projected to gain relatively modestly. Trade liberalization does not 
make much difference to either of them, but the high investment scenario does. In 
fact, for all the countries, in Asia and in other continents, high investment appears to 
be a superior option to trade liberalization, with the sole exception of Bangladesh. 


. Projected Prevalence of Child (Under-five) Malnutrition 


IFPRI uses a model employing per capita calorie availability, female education, 
percentage of population with access to safe water, and the share of public expendi- 
ture on social services to predict the prevalence of child malnutrition (Rosegrant et 
al. 1995). Alternative projections were made using the same sets of assumptions as in 
the case of food availability. 

The baseline projection shows that the proportion of underweight children falls 
from 59 percent in 1990 to 43 percent in the year 2020. Unlike the case of food 
availability, Bangladesh shares in this improvement almost equally with its neigh- 
bors. The PRC and Southeast Asia are also projected to make similar gains in pro- 
portionate terms under the baseline scenario. 

As in the case of food availability, high investment turns out to be the best sce- 
nario, even compared to trade liberalization, but once again with the exception of 
Bangladesh. Furthermore, under all scenarios South Asia maintains the unenviable 
position of having a larger proportion of undernourished children compared to all 
other regions of the developing world. 


Projected Mortality Risk and Life Expectancy 


According to World Bank estimates, life expectancy at birth will either equal or 
exceed 70 in PRC, India, and the rest of Asia by the year 2030. Considering life ex- 
pectancies across the life cycle, however, the biggest proportionate improvement will 
occur for the low age groups rather than adults (World Bank 1993). This is presuma- 
bly a consequence of the assumption that much greater success will be achieved in 
conquering the infectious diseases of childhood than in tackling the noncommunica- 
ble and degenerative diseases of the old. 
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The Evolving Health Transition in Asia 


Although undernutrition and infectious diseases remain a major problem in de- 
veloping Asia, new dangers are emerging, posing new challenges for health policy. 
As fertility declines, income increases, urbanization proceeds, lifestyles change, and 
medical breakthroughs occur, profound changes begin to take place in the nature of 
disease and causes of death. The advanced industrialized countries have already gone 
through this transformation and to'some extent are still going through it; developing 
Asia has also begun to experience the same phenomenon. 

As a population approaches the end of demographic transition—moving from a 
regime of high fertility and high mortality to low fertility and low mortality—it is not 
only the level of mortality that changes; the causes of mortality also change. In par- 
ticular, infectious communicable diseases give way to chronic and noncommunicable 
diseases as the major source of morbidity and mortality, and the problems of under- 
nutrition are replaced by those of overnutrition. The term “epidemiologic transition” 
has sometimes been used to describe the nature of these changes (Omran 1971). 

In its original formulation, “epidemiologic transformation" was conceived as an 
inexorable sequential process—consisting of a monotonic decline in mortality asso- 
ciated with changing pattern of causes of death—through which all societies were 
supposed to pass through. But the experience of the contemporary developing world 
has raised doubts about certain aspects of this formulation. In the first place, it would 
now appear that instead of sequentiality, one may observe simultaneous existence of 
different patterns of mortality, persisting among different population subgroups. 
Secondly, as the pattern of mortality changes, it may affect the level of mortality as 
well, sometimes in a way that actually raises the mortality rate, thereby breaking the 
pattern of monotonic decline—the so-called "counter-transition". Finally, it follows 
from the preceding two observations that there is nothing inexorable about the pat- 
tern of change; much depends on the behavioral patterns of the populations con- 
cerned. In order to accommodate these nuances, the concept of "health transition" 
has recently been proposed to describe the process of ongoing changes in the con- 
temporary world.” It is this nuanced concept that is needed to describe the emerging 
health situation in developing: Asia. 

One fundamental postulate of both epidemiologic transition and health transi- 
tion theories is that as fertility declines and the population becomes more heavily 
weighted. by elderly people, the overall pattern of morbidity and mortality changes 
because the young and the old have very different disease patterns. That this 1s true in 
much of emerging Asia as in other parts of the world can be seen from Table 9, 
which shows the distribution of the burden of disease by broad causes for different 
age groups. The burden of disease is measured by the disability-adjusted life-years 


22 y arious aspects of the concept of health transition are discussed by Caldwell (1993); Caldwell et al. (1991); 
Frenk et al. (1989, 1994); Murray and Chen (1994); and Reich (1994). 


- +] 


Health and Nutrition in Emerging Asia 59 


(DALYs) lost per thousand of population, and the causes are classified into three 
broad groups: communicable diseases (including perinatal and maternal causes), non- 
communicable diseases, and injuries (including accidents, homicides, and suicides). 

In PRC, India, and the rest of Asia, life-years lost due to communicable 
diseases is by far the highest among the age group of 0-5 years; it then drops sharply 
in the next age group of 5-14, and continues to decline steadily through to old age. 
For example, in the rest of Asia, for the purpose of illustration, the number of 
DALYs lost due to communicable diseases is 580 for the age group 0-5, falling to 93 
in the next age group 5-14, and continuing to fall up to 49 in the age group 60-plus. 

By contrast, the age distribution of the burden of noncommunicable diseases 
shows a very different pattern. It starts out high for the age group 0-5, and as in the 
case of communicable diseases, falls sharply in the next age group, but thereafter the 
pattern diverges. Instead of continuing to fall steadily, it rises over the remaining age 
groups, and does so especially steeply as old age approaches, so much so that the fi- 
nal value for the oldest age groups turns out to be much higher than for the youngest. 
Taking once again the rest of Asia for illustration, the burden of noncommunicable 
diseases falls from 168 to 49 from the youngest to the next age group, but then rises 
to 382 for the oldest age group. 

Given this stark difference in the nature of diseases afflicting the young and the 
old, it is inevitable that the countries that have proceeded the furthest on the road to 
demographic transition and therefore have a much higher proportion of elderly 
population, will also have a correspondingly higher relative burden of noncommuni- 
cable diseases as compared with those that are still at an early stage of demographic 
transition.? 

Apart from changing age structure, there are also other influences that lead to 
the same result. Urbanization is one of them. Since urban areas tend to have better 
access to safe water, sanitation, and health care than rural areas, the prevalence of 
infectious diseases, and mortality from such diseases, is likely to be lower in urban 
areas. This implies that as the population becomes increasingly urbanized, the rela- 
tive burden of communicable diseases will decline and that of noncommunicable 
diseases will rise. | 

The same thing happens as a consequence of rising incomes. Higher income af- 
fords greater access to safe water and sanitation as well as better nutrition, thereby 
reducing the threat of infections. However, excessive consumption of fat and seden- 
tary lifestyles that are often associated with higher incomes increases the risk of 
chronic noncommunicable diseases such as cardiovascular disease, diabetes, etc. 


2^ For a detailed account of the emerging situation of adult health in the developing world, see the collections 
of papers in Feachem et al. (1991). 
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Table 9: Burden of Disease by Broad Causes and by Age Groups, 1990 
(Disability-adjusted life-years lost per 1,000 population) 


Country/ Communicable Noncommunicable 
Age Groups Diseases Diseases Injuries Total 
India 
0-5 841 286 51 1178 
5-14 78 50 36 164 
15-44 71 71 30 172 
45-59 50 242 16 308 
60-- 45 425 10 480 
PRC 
0-5 216 138 68 422 
5-14 42 25 20 87 
15-44 21. 56 20 106 
45-59 20 177 19 216 
60+ 29. 7 382 22 429 
Other Asia & Pacific 
0-5 580 168 35 783 
5-14 93 49 21 163 
15-44 50 60 36 146 
45-59 39 205 19 263 
60+ 49 355 14 418 
Sub-Saharan África - 
0-5 4 1401 193 68 1662 
5-14 182 51 33 266 
15-44 213 58 71 342 
45-59 ` 88 240 27 355 
60+ 92 383 17 492 
Developing Countries 
0-5 694 192 52 938 
5-14 84 43 28 155 
15-44 63 60 39 162 
45-59 38 206 20 264 
60+ 39 375 17 431 
Developed Countries 
0-5 52 61 11 124 
5-14 2 13 6 21 
15-44 12 45 19 76 
45-59 4 126 10 140 
60+ 9 246 12 267 


Source: World Bank (1993). 
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The net result is that rich countries that have become mostly urbanized and 
have almost completed the process of demographic transition will have a very differ- 
ent relative burden of disease as compared with poor countries that have remained 
predominantly rural and have only just begun the process of demographic transition. 
In India, for example, which is still relatively poor, where people still live mostly in 
rural areas, and which is at an early stage of demographic transition, the relative 
burden of communicable diseases is much higher than in countries like Hong Kong, 
China; Korea; and Singapore, which are richer, more urbanized and have achieved 
very low levels of fertility. Thus, while 35 percent of all deaths in India occur from 
communicable diseases, only 15 to 18 percent do so in Hong Kong, China; Korea; 
and Singapore. The challenges for health policy are naturally quite different for the 
latter group of countries than for India and other countries at a similar level of 
development. 

This is not to suggest that countries such as India are entirely immune from the 
problems facing the more advanced countries of the region. While the relative burden 
of noncommunicable diseases may be lower in these countries, the absolute burden 
may still be high. Indeed, the mortality rate from noncommunicable diseases in India 
and PRC are 80 to 90 percent higher than those found in the richer countries of East 
Asia (Table 10). These poorer countries thus suffer from the worst of both worlds: 
they have much higher mortality rates from both communicable and noncommunica- 
ble diseases. The fact that the proportionate burden of noncommunicable diseases is 
lower is of little comfort to them. The stark fact is that the two stages of epidemio- 
logic transition that were supposed to follow one another in sequence exist simulta- 
neously in these countries. 

Some element of simultaneity is also observed at the other end of the spectrum. 
Although Korea and Singapore have achieved rates of mortality from noncommuni- 
cable diseases that are comparable to the developed world, the rates of mortality from 
communicable diseases still remains fairly high by the developed country standard— 
over 100 deaths per hundred thousand population as against less than 50 in the 
developed world. Thus a part of the old regime apparently still survives in these 
countries. l 

The conclusion that emerges is that while the relative burden of diseases may 
differ among the richer and the poorer countries of emerging Asia, they all share a 
common basic predicament—that of an overlapping health transition. They must 
tackle simultaneously, albeit to varying degrees, the problems that the western world 
had the privilege of tackling sequentially. Emerging Asia cannot afford this luxury. 
How to balance the conflicting demands of the health problems of two different 
regimes will pose one of the toughest challenges for emerging Asia as it enters the 
21st century.” 


2^ Some of these issues are discussed in the context of Latin America by Frenk et al. (1989), but their discus- 
sion has relevance for the whole of the developing world. 
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Table 10: Mortality Rates by Broad Causes of Death, 1985-1990 
(Death per 100,000 population, standardized for age) 





Communicable Noncommunicable 
Diseases Diseases Injuries 
India 470 761 97 
Sri Lanka 242 459 194 
PRC -ù 117 696 88 
Korea, Rep. of 113 454 194 
Hong Kong, China 71 354 28 
Singapore 114 498 39 
Latin America/ Caribbean 193 494 95 
Middle East/ North Africa 116 619 72 
Developing Countries 253 602 04 
European Transition Economies 52 658 ..94 
Developed Economies 47 416 49 
World 187 626 84 


Source: World Bank (1993, Table A.7, pp. 206-7). 


Two types of problems will need to be solved in this context. First, while rela- 
tively cheap public health measures exist for preventing many communicable dis- 
eases and equally cheap treatments exist for curing most of them, the treatment of 
chronic noncommunicable diseases tend to be much more expensive. The increasing 
burden of noncommunicable diseases will therefore put pressure on government 
budgets for health care. The problem of resource allocation will become trickier than 
ever before. 

The second problem is that of equity. When two health regimes exist simulta- 
neously in one country, they generally represent two different socioeconomic groups. 
It is also generally the case that the group for whom noncommunicable diseases hap- 
pen to be the major problem is more affluent than the one afflicted mainly by com- 
municable diseases. Therefore, the allocation of resources between the two sets of 
diseases has direct implications for equity in health. As noncommunicable diseases 
grow in relative importance, it is likely that the pressure exerted by the affluent will 
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compel governments to divert resources away from the provision of health for the 
poor. Market forces are not likely to be of much help either. For instance, it is cer- 
tainly more lucrative for medical personnel to specialize in the treatment of the dis- 
eases of the rich. This in turn will diminish human resources available for improving 
the health of the poor who need them more desperately. 


The Tobacco Problem 


The spread of smoking has reached epidemic proportions in many parts of Asia. 
The problem is particularly acute in the PRC. The Chinese account for 27 percent of 
all cigarettes consumed in the world. An estimated 227 million men and 24 million 
women smoke in the PRC, each consuming an average of 15 cigarettes a day. If this 
trend continues, an estimated two million Chinese will die annually from tobacco- 
related health problems by the year 2025, accounting for approximately one sixth of 
all Chinese deaths (Peto 1987). Cumulatively, one may anticipate 50 million tobacco- 
related deaths among the 500 million Chinese now under the age of 20. 

There is thus a real danger that the impressive gains made by the PRC over the 
past decades in reducing mortality and improving life expectancy may be lost as a 
result of smoking. Indeed, the World Bank has estimated that if the present trends 
continue, life expectancy in the PRC, which has been improving, may soon level off. 
(World Bank 1992). 

Loss of life is not the only problem posed by the smoking epidemic. An addi- 
tional problem is the likely increase in the health care costs for relatively ineffective 
palliative treatment against the cancers and the cardiovascular and pulmonary dis- 
eases associated with smoking. If the demand to meet these costs competes with 
public funding for primary prevention of other diseases, the health problems of de- 
veloping Asia will be further compounded. 


The AIDS Epidemic in Asia 


According to the World Health Organization, about 40 million adults and children 
around the world will be infected by the HIV virus by the year 2000 (WHO 1996). Of 
these, more than 90 percent will be in developing countries. Countries in Asia are espe- 
cially vulnerable to the spread of this deadly disease; some of the worst affected coun- 
tries are India (with a prevalence of 1.75 million people), Thailand (700,000), and 
Myanmar (350,000). 

Strategies to contain the spread of the HIV virus have thus far had limited success 
in most Asian countries. One of the problems lies in limited awareness of the people 
about the disease and even less understanding about the process of its transmission.? 


>This is evident from the findings of two recent surveys in India and Indonesia (IPS 1995, CBS 1995). 
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The recent experience of Thailand suggests, however, that much can be achieved when 
a serious attempt is made to promote awareness, combining it with careful regulations. 
Since 1990, Thailand has had remarkable success in promoting the “100 percent Con- 
dom Program” to contain the HIV/AIDS epidemic. The aim of the program is to raise 
awareness about HIV/AIDS, to reduce risky behavior, and to care for the infected. By 
law, prostitution is illegal in Thailand. However, the authorities recognized the realities 
and involved .commercial sex workers and commercial sex establishments in the 
program. The risk of spread of HIV has been mainly reduced by distributing free con- 
doms to prostitutes and the establishments in which they work, with health workers 
making it clear that condoms should be used in all commercial sex acts. Men visiting 
clinics for sexually transmitted diseases were asked to identify the commercial sex es- 
tablishment where they had sex without condoms. STD/AIDS units would then take 
action against the clinics that violated the rules; the police would enforce sanctions 
against the offending establishments. By 1992, the program was implemented in the 
whole of Thailand. 

While education about the spread of HIV/AIDS was an integral component of the 
program, it was the inability of men to visit other sex establishments offering sex with- 
out condoms that appears to have led to the high compliance. The financial penalties 
were effective in deterring sex establishments from avoiding the use of condoms. 
Indeed, condom use in Thailand increased from about 14 percent in 1989 to over 
90 percent in 1994. Over the same period, the incidence of sexually transmitted dis- 
eases decreased by 85 percent. This is a remarkable achievement, and other govern- 
ments in Asia would benefit from emulating Thailand’s policies.” 


Policy Implications 


There is little doubt that securing good health for all will become costlier in 
future. This is partly because many more people will live into old age than in the past 
(e.g., 1.8 percent of Bangladeshis and 2.2 percent of Indonesians are now over 70; by 
2022 the proportions will be 6.1 and 6.6 percent respectively). A second reason is the 
changing nature of the disease burden that is being generated by economic, demo- 
graphic, and lifestyle changes. Infectious diseases are being replaced by chronic and 
degenerative diseases faster in some countries than in others. The new diseases are 
costlier to prevent, and often to treat. For example, child survival interventions (such 
as immunization, oral rehydration, and vitamin À supplementation) cost $5-50 per 
discounted healthy life year (DHLY) gained, whereas hypertension, or cancer, can 
cost above $1,000 per DHLY. 


26 Another successful intervention for commercial sex workers has been implemented in two areas of Bali, Indone- 
sia (Ford et al. 1996). Condom use increased from an initial 18 percent to 75 percent in Carik after the intervention was 
introduced in 1994; the corresponding figures for Sanur were 29 and 62 percent, respectively. 
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These changes will put enormous pressure on government budgets, if the cur- 
rent mix of public-private provision of health care remains unchanged. Two distinct 
types of pressure will be felt. First, governments will be hard-pressed to find the extra 
resources required, especially as smaller government is fast becoming the ideal. 
Second, during “overlapping health transitions", i.e., the coexistence of two disease 
regimes it is mostly the poor and their children who suffer from infectious diseases, 
while chronic diseases afflict mainly the affluent and the old. The children and the 
poor have little political clout, while the middle-class and “grey power" (backed by 
rising shares of the population) are strong. Governments must resist increasing pres- 
sure to skew public resources toward the treatment of chronic diseases, or they will 
perpetuate the disadvantage to the poor. 

Therefore, governments will have to find ways to reduce the burden on health 
budgets. This implies that they need to reduce the need or demand for health care, 
and focus on prevention of risks (such as lung cancer due to smoking) rather than 
their costly treatment. Some of the mechanisms that should be considered are health 
care, imposition of user charges, and insurance with a choice of providers.”’ 

Yet these mechanisms may hardly touch the rural poor in low-income countries. 
They need more cost-effective ways of delivering public health care. One problem 
here is that too little is known about the relative cost-effectiveness of alternative 
health interventions. Noncommunicable diseases are generally more expensive to 
treat than communicable diseases, but there are exceptions. While child survival 
measures such as oral rehydration therapy are generally cost-effective in high- 
mortality environments, elsewhere they are often much less cost-effective than inter- 
ventions for many chronic diseases (Jamison and Mosely 1994). Efficient resource 
allocation, therefore, requires local information on disease prevalence, fatality rates, 
and receptiveness to various interventions. Such information is missing in most of 


‘Asia; acquiring this information should receive top priority. Meanwhile, certain gen- 


eral principles can help improve the cost-effectiveness of health care delivery. 

First, while it is well-known that both food and nonfood inputs (such as clean 
water, sanitation, and health care) affect childhood undernutrition, morbidity and 
mortality, researchers have recently found that the most cost-effective way of 
providing these inputs is to do so in a complementary way, rather than singly 
(Haddad et al. 1995, Taylor and Faungee 1983). : 

Second, institutional innovation is essential. The traditional top-heavy practice 
of providing mainly curative services through a few urban-based hospitals is far too 
expensive. It serves neither efficiency nor equity. The innovative practices of many 
NGOs all over Asia and elsewhere provide a rich pool of experience from which 


Fon related issues, and especially on the Asian experience of financing health reforms, see Gertler (1995), 
Gunji (1995), Lo (1995), Peabody et al. (1995), World Bank (1987), Yang (1991), Yoshikawa et al. (1991), and Yu 
and Anderson (1992). 
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nationally replicable lessons should be distilled.” The health card system in Thailand 
is one of the few government-sponsored initiatives that seek to combine efficiency 
with equity (World Bank 1987, 35). The Integrated Child Development Service of 
India also provides useful lessons (Subbarao 1989). 

Third, innovative preventive public action is needed against some new killers 
such as tobacco-related illnesses and AIDS. The potential damage is so enormous 
that prevention of these diseases should receive priority in health policies in Asia. 
The problem of smoking has been successfully contained in the western world 
through a mass campaign to raise awareness. Something similar must be attempted in 
the PRC and other Asian countries before the problem gets completely out of hand.” 
Similarly, public action to spread the use of condoms among sex workers and infor- 
mation campaigns can play a big role in the prevention of AIDS. Awareness of AIDS 
(as of effects of smoking) is limited, and this can be cost-effectively targeted by pub- 
lic and private action. | 

However, containing AIDS involves more than distributing free condoms. A 
study in 18 African countries found a strong correlation between the rate of HIV in- 
fection, a high ratio of males to females in urban centers, and low female education 
(Over and Piot 1993). This suggests that programs of action against AIDS are likely 
to succeed better if female education and labor force participation are rising. 

The same factors are also crucial for improving survival chances generally. 
They are especially crucial for improving child nutrition in South Asia where the 
neglect of women has resulted in the most severe rate of child undernutrition found 
in the world. 


sOn the success of one such NGO, the BRAC of Bangladesh, see CHRD (1990, 15). 
A classic example of how indigenous traditions can be put to the service of causes such as antismoking 
campaign has been found in a village in Thailand where an enlightened monk used his religious status to influence 
people’s attitude towards smoking; see Swaddiwudhipong et al. (1993). 
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Abstract. Women in Asia now find themselves at a crossroad. While most of the long-' 
term trends in demography, education, and employment opportunities, if sustained by 
supportive policies and gender-sensitive crisis management, are likely to reduce 
gender inequities, the outlook in the short to medium term is not very bright. Gender- 
bias in mortality persists in parts of Asia. Literacy and schooling gaps are still large 
in South Asia. The interaction of gender-based indicators of welfare, capability, work 
participation, and earnings reflects the centrality of female education for economic 
growth, mortality and fertility reduction, and equity. Educational inequality will be a 
weightier source of income inequality in the next decade. Lastly, during stagflation, 
recession, restructuring, and transition, women relatively suffer earnings loss, 
workload increase, and educational setback. Economic: growth is not a sufficient 
condition for gender equity, and public policies must consistently pursue it in the 
distribution of opportunities and adjustment costs. Improving women's employment 
opportunities (in quantity and quality) involves addressing labor-market rigidities, 
credit-market barriers, and the lack of infrastructure and utilities that aggravates 
their workloads. 





Introduction 


ver the three decades since the mid-1960s, large parts of Asia have under- 
gone rapid economic growth and transformation. Concentrated at first in 
Japan and a few countries in East and Southeast Asia, but increasingly 
spreading to some of the others in East Asia and to South Asia, the conti- 
nent with most of the world's population has, with the exception of the transitional 
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Central Asian economies, consistently outgrown other developing and developed 
regions. That is, until mid-1997, when a currency and financial crisis starting in 
Thailand flared up and spread, forcing devaluations, recessions, and painful adjust- 
ments on several East and Southeast Asian economies. The very conditions of en- 
hanced mobility of finance and the connectivity of globalization that contributed to 
high growth in the region also led to the financial crisis, impacting the real economy 
with recession as well as inflation within otherwise comparatively sound structures of 
macroeconomic and public investment policies. Though presumed to be short-term, 
the extent and depth of the economic crisis remains, unrelenting in the depressing ef- 
fects on real wage, employment, and related social stresses—all this in significantly 
gender-biased forms—for an entire generation used to unbroken high growth. If there 
is a Silver lining to this cloud, it comes from the sharp attention now paid to reorder- 
ing the policy agenda toward overdue problems of reshaping social security (the de- 
ficiencies of which had been covered up by rapid growth), and monitoring the short- 
term mobility of exchange-rate-convertible capital. 

This paper is concerned mainly with the long view. The focus of its investiga- 
tion is whether Asia’s female population has benefited equitably from, and contrib- 
uted to, the processes of economic growth and structural transformation. However, it 
has also taken a sufficiently disaggregative approach and analyzed the gender issues 
for the subregions experiencing weak growth, or persistent or recurrent stagnation. 
The weight and the space the paper gives to defining the issues for the many situa- 
tions of chronic or periodic stagnation, an effort that earlier seemed more like trying 
to keep an Asian perspective from being overly dominated by the success stories, 
now takes on a wider significance. Market-based growth in the context of globaliza- 
tion carries increased prospects not only of growth but also of volatility. The gender 
issues of crisis management—to minimize and distribute the social costs and to 
buffer the worst hardships—are not unlike those of decades-long stagnation elabo- 
rated in this paper. 

Efficiency, wellbeing, and equity—these issues are critical in a gender-based 
evaluation of economic growth, (as also in assessment of the costs of a lack of 
growth). Have women been able, relative to men, to contribute their human resources 
to the development process? Have they gained from it in a sustained manner in terms 
of critical welfare indicators like health, education, and earnings? Have they received 
an equitable share of the benefits and resources generated in the process? While con- 
ceptually distinct and sometimes at odds with each other, the questions are obviously 
interrelated, as evident in the positive effects of lowered gender inequity in education 
on growth and female welfare and earnings. The complementarities between the ob- 
jectives, as opposed to possible conflicts, will be a running theme in this paper. 

Given the. diversity of experiences in Asia, no uniform conclusion can emerge 
on these three questions. However, it may be said that the progress toward greater 
equity for women in Asia has been rather limited, despite women's significant 
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contributions to development and the absolute rise in their welfare indicators. While 
some of the subregions, most notably Southeast and parts of East Asia, have made 
striking progress, large gender inequities in critical measures of well-being prevail in 
others (especially South Asia and People’s Republic of China), have widened in 
some (Central Asia and the PRC), and depending on the choice of measures and in- 
dicators, continue to be among the highest in the world. 


Conceptual Framework 


A gender-based evaluation of performance must analyze the complementarities 
and tradeoffs between the goals of efficiency, welfare and equity, and the loci— 
especially the household and the markets—of the distributional forces. 


Efficiency Issues 


Gender disparities in access to, and utilization of, human capital can hamper an 
economy's efficiency and'its development prospects. While the markets—under full 
information and perfect competition, no scale economies and no externalities—may 
deliver efficient outcomes, the failure of any of these conditions can generate ineffi- 
ciency and suboptimality. In the gender context, market failures can arise from: 


(i) positive externalities of girls’ schooling (e.g., fertility and child mor- 
tality is lower for educated mothers), which, when not fully captured 
by markets, cause underprovision of female education (Schultz 1993, 
Summers 1994); parental decisions regarding child schooling, health, 
and nutrition which, though rational for them, may have suboptimal 
outcomes for the children and society at large (Hill and King 1993); 


(ii) underutilization of women in the labor market due to information 
problems and statistical discrimination (Foster and Rosenzweig 1993); 


(iii) credit constraints from greater lack of conventional collaterals or social 
barriers in accessing bank loans; 


(iv) cultural norms, including son priority (above and beyond parents' 
"investment considerations" (Behrman 1988); and 


(v) restricted opportunities for daughters’ education and employment 
(Khan 1993). 
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Furthermore, opportunities by gender are affected by decisions made within the 
household, which lack most characteristics of a market, and where allocation rules 
hence may often not generate socially efficient outcomes. 

These problems usually justify corrective public policy to improve information 
availability, alter the private incentives to invest in human capital, and modify the 
factors affecting intrahousehold allocation. While in theory appropriate public inter- 
vention can be a remedy, in practice it may be ineffectual, costly, or fraught with 
negative side effects and unintended incentive distortions. Policy mistakes can be just 
as harmful as market failures. Hence, there is a need for constant review of the 
options for efficiency-enhancing public policy. 


Welfare Issues 


Rather than confining itself to income and consumption as indicators of well- 
being, this paper takes the approach that income is one of several important inputs to 
well-being, that it may be better to directly examine wellbeing outcomes than use just 
income as a means to those. The approach will focus on capabilities (Sen 1985, 


1992), stressing those of health and life expectancy, nutrition, education, control over 


own fertility, and economic and social participation. While for some aspects of capa- 
bility (e.g., life expectancy) the absolute level is the most relevant measure, others 
depend on the relative position.” 


Equity Issues 


Within the broad concept of welfare chosen here, gender equity issues would 
already have played an important part in the evaluation of female welfare. In addi- 
tion, gender equity resulting from a concern for distributional justice remains an 
important goal in its own right, over and apart from efficiency and welfare consid- 
erations (Rawls 1971). 


Tradeoff Issues 


While the early literature on development emphasized the tradeoff between ef- 
ficiency and equity, the recent literature recognizes the complementarity between 
long-run economic growth and overall equity. For example, inequity of wealth can 
depress investment in human capital through credit-constrained access to education 


I is also not possible to treat it as an as-if market as Becker (1981) suggested (see Sen 1990). 
For example, the opportunities and capabilities created by a certain level of education may depend on the 
levels of education of everyone else in society. i 


76 Asian Development Review 


and political-economic proclivity to distortionary policies with negative effects on 
returns to education (Bruno, Squire, and Ravallion 1996). Also, the presumed trade- 
off may in certain situations be false or exaggerated, when coordination problems 
and agency costs are taken into account. Consequently, certain projects of asset re- 
distribution, targeted supply of credit and insurance, and investment in education and 
infrastructure geared toward disadvantaged groups and regions can improve alloca- 
tive efficiency and equity at the same time (P. Bardhan 1996). Many of the gender 
equity-enhancing measures (e.g., in schooling and job-market access) enhance effi- 
ciency as well. At the same time, tradeoffs may arise due to ineffectual measures, in- 
centive compatibility constraints, and policymaking or implementation failures. 


The Loci of Gender-related Decision Making: 
The Household and the Labor Market 


Unlike stratifications by race, caste, ethnicity, and class where markets are gen- 
erally the most important loci for creation and distribution of welfare-related goods 
between groups, many of the gender issues of efficiency, welfare, and equity depend 
critically on distribution within households. While there is still some debate on the 
most appropriate model for analyzing intrahousehold decision making and resource 
allocation, the empirical evidence strongly supports a bargaining model, where one’s 
share of joint resources is related to own resource and earnings brought into the 
household (Schultz 1990, McElroy 1990, Haddad and Haddinott 1995, Alderman et 
al. 1995, Klasen 1994a). This model is preferred over a unitary model where incomes 
are pooled and the distribution of resource separated from its generation (Becker 
1981, Rosenzweig and Schultz 1982). 

Women's relative bargaining position among family members critically influ- 
ences their access to resources (Sen 1990, Thomas 1990). A key factor that tends to 
improve women's bargaining position is their ability to secure outside earnings, as 
well as their own and the other members' perceptions of their contributions and in- 
terests. Better access to earning opportunities, favorable terms of marriage dissolu- 
tion, and greater recognition of contributions to the household economy would thus 
help women's intrahousehold bargaining position and resource access (Klasen 
1993a, Sen 1990). In addition, mothers' access to income-generating resources is 
found to have a significant positive effect on the well-being of children, particularly 
female ones, indicating that parents' relative bargaining positions may also affect 
children's gender equity (Thomas 1990, Haddad and Haddinot 1995). 

As to other factors affecting resource distribution between male and female 
children, there is some consensus that concerns for old-age support as well as mar- 
riage customs play important roles (Rosenzweig and Schultz 1982, Kishor 1993). In 
social and institutional settings where marriage is patrilocal, involves large dowries, 
and women have little autonomous access to income-generating resource and labor- 
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market opportunities, the "investment value" of girls is lower and their resource 
" access depressed. In addition, a culture of son preference above and beyond the in- 


vestment considerations seems to boost the bias in incentives (Behrman 1988), which 
punitive family planning measures (e.g., one-child policy) intensify. 

From a policy perspective, it is significant that both the "investment value" of 
girls and the “bargaining power" of women depend critically on their labor market 
position and access to productive resources (Murthi et al. 1995, Klasen 1994b, Sen 
1990). Thus, women’s participation in income earning, with equitable access to edu- 
cation and to productive material resources an important prerequisite, appears to be 
not only intrinsically important for efficiency, welfare, and equality of opportunities, 
but also instrumental in promoting intrahousehold equity in the allocation of 
resources. Employment is indeed “the main bridge between economic growth and the 
opportunities for human development" (UNDP 1996, 86). This draws attention to the 
determinants of gender division of labor, and assessment of women’s work, which is . 
far more variable than men’s and, in general, both disadvantaged and underestimated. 

Using only the categories of wage-work and work on own account or as helper 
in family enterprise underestimates women’s economic activities in home-based 
processing and maintenance and caregiving work, which are often combined with the 
work of household enterprise. That unremunerated nonmarket work must be consid- 
ered is a gender-related point of particular importance for low-income countries with 
large rural populations in partially monetized household economy. The nature and 
extent of nonmarket work generating nonmarket (in-kind) consumption and invest- 
ment not only differs by gender, but the differential varies between socioeconomic 
groups, and between locations differing in infrastructural development. These varia- 
tions reflect microlevel adjustments to how the market forces, the social hierarchy, 
and the infrastructure affect options and choices. They do have wider consequences 
and are germane to policy issues of efficiency, welfare, and equity. 

The distribution of women’s economic activities between labor market, house- 
hold enterprise, and nonmarket work (domestic processing and maintenance) is 
strongly affected by demographic (especially fertility) conditions. It is also affected 
by the linkages between education and employment, by the household’s urban/rural 
location, by income or landholding level, by access to economic and social infra- 
structure (which decide the extent and labor intensity of domestic chores), as well as 
by labor market conditions, Most of these factors differ widely both within and be- 
tween the Asian countries, and caution should be exercised in generalizing. 

The question, moreover, is not only of the extent of women’s market work, but 
also of its quality as indicated by remuneration and cther conditions, which affect 
both welfare and equity. Greater wage-work for women may not always signify bet- 
terment; in some situations it can signify economic distress. While it may mean a sort 
of equity for females vis-à-vis males in low-income households, the underlying 
poverty and hardship of the work have a different policy implication. The policy task 
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Is to minimize the private and social costs (and the gap between these) that the harsh 
conditions of making a living involve. Aside from making better alternatives avail- 
able, the effects of short-term coping strategies can be modified by targeting certain 
social services and by developing social safety nets. The policy implications of gen- 
der-disparity in employment and earnings are more complex than those of other 
forms of disparity. Since it differs between socioeconomic groups, blanket discrimi- 
nation in women’s favor seems unnecessary, unsustainable, and inefficient. Selective 
poverty targeting and transfer, the use of a gender-equity premium in access to mar- 
kets, infrastructure, and child care make more sense. 


Measurement and Data Issues 


Gender-based measurement of welfare and equity faces several conceptual and 
practical problems. Many resources are pooled and shared among household mem- 
bers, and it is hard to determine the amounts used individually. Even if income or 
consumption adequately reflected welfare, the difficulty of measuring individual con- 
sumption (not to mention the effects of economies of scale and household-specific 
“public goods”) makes the available data based on per capita household consumption 
unreliable as indicators of women’s welfare. Consequently, nonincome measures 
such as life expectancy, mortality, education, and fertility assume a larger role. Aside 
from individual consumption within the household, the measuring of women’s eco- 
nomic activities at home is not adequate. The problem partly is of national income 
accounts continuing to ignore much of women’s work at home; but partly of the 
serious practical difficulties in getting reliable information on this.' 


Regional Similarity and Diversity 


A critically differentiated understanding of the Asian experience is crucial for a 
perspective on performance and for prognosis. Noting the similarities is useful for 
building framework and diffusing lessons; noting the differences is essential for 
assessing replicability. The diverse experiences in Asia do share certain cultural and 
institutional traits, distinct from those in Africa or Latin America, and many of the 
shared traits have gender-related implications. Asia’s records of growth and equity 


+ This is a remediable shortcoming. More adequate capturing of women’s work in the nonmarket economy, as 
called for, will clearly help clarify many of the issues (Klasen 1993a, Waring 1987). 

The available data on women’s labor force participation have serious problems of underestimation, inconsis- 
tencies, and biases. The data on population, fertility, life expectancy, and education are also of uneven quality. Some 
are based on projections rather than actual figures; others (like the official figures of school enrollment) have known 
biases; and many are extrapolated from partial information (Behrman and Rosenzweig 1994, Srinivasan 1994, 
Chamie 1994). The reliability and compatibility of the gender-disaggregated tables produced by the UNDP or the 
World Bank have been questioned (Srinivasan 1994). 


een 
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have been affected by the shared traits of high population density relative to natural 
resources; the peoples' knack for techniques intensive in labor and ingenuity rather 
than capital and machines; the deep-rooted sense of social hierarchy that nonetheless 
keeps adapting to economic, technological, and ideological forces of change; the ten- 
sile strength of family and filial roles in the organization of production and social se- 
curity; and women's share of productive labor far exceeding their share of land or 
capital ownership. 

There are also the differences. Complex diversity persists despite the common- 
ality of ancient cultures mingling with colonial legacies and modernized institutions: 
from a post-industrial economy like Japan, or a city-state like Singapore, where 
highly skilled populations are stabilized from completed fertility transitions and 
strictly controlled immigration; to a dense agricultural population as large as India, or 
as poor in natural resources as Bangladesh; to a communist Chinese state's conver- 
sion to a market economy alternately spurred by all-out liberalization and curbed by 
nationalist controls. Aside from differences between the countries, there are differ- 
ences within each affecting gender equity and welfare. Moreover, in most cases the 
disparities in welfare, employment, and education opportunities are greater in rural 
than in urban areas. The underlying reasons are critical for both current policy and 


future prospects. 


Finally, as the discussion 1s mostly based on recent gendi it bears mentione 
that part of the differences in performance, including gender gaps in resource access 
and in education and health, both within Asia and between Asia and other develop- 
ing regions is due to historical differences in initial conditions. Policy and socioeco- 
nomic change have influenced the trends and will continue to do so, and yet only 
partly explain. A study of the factors that generated the differences in initial condi- 


tions must complement this one based on recent trends. 


The Well-being of Women in Asia: ? 
Experience and Policy Perspective 


In keeping with the conceptual framework outlined above, the analysis here will 


focus on absolute achievements for women to get a sense of changes in welfare and 


?For most of the discussion, Ásia covers the ADB developing member countries divided into six groups: 
South Asia (excluding India); East Asia (excluding the PRC); Southeast Asia; the Pacific; Transition Economies 
(Afghanistan, Viet Nam, Cambodia, Mongolia, and the former Soviet Central Asian Republics); and Large Countries 
(PRC, India).. Depending on data source, the division is sometimes by geographic groupings: East Asia and Pacific 
(comprising East and Southeast Asia, the Pacific plus PRC, Mongolia, Vietnam, Laos); and South Asia RUE 
India). 
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basic capabilities as well as on gaps to measure progress toward equity, along with 
its efficiency implications. 


~ 


Life Expectancy, Survival, and “Missing Women” 


The record in Asia on life expectancy as a measure of longevity and survival 
prospects is on the whole impressive. There have been considerable increases in fe- 
male life expectancy over the past four decades. In fact, Asia outperformed most 
other developing regions of the world in absolute increase in female life expectancy 
between 1970 and 1993, a progress that came on the heels of an even more impres- 
sive one between 1952 and 1970. 

Despite considerable progress in each subregion, there is considerable variation 
in the initial levels as well as in the increases over the past 40 years. The PRC and 
Southeast Asia made the biggest gains; the transition economies and South Asia are 
well behind. Also, the timings differ considerably. In the PRC, the biggest rise 
occurred between 1952 and 1970, while in Southeast and South Asia, especially 
India, the increases were larger later on. 

The increases in female life expectancy are closely correlated with those in 
male life expectancy, having more to do with overall improvements in health and 
nutrition than with gender-specific factors or policies. The magnitude and timing of 
the improvements reflect the different strategies adopted by various countries. In 
particular, East and Southeast Asia relied mostly on rapid and broad-based economic 
growth to increase the resources available to the population to improve their nutrition 
and health status. In addition, heavy public investment in education helped through 
the linkages between education, health knowledge or awareness, and health status 
(Streeten 1981, Stewart 1985, World Bank 1993). Direct public expenditure and in- 
tervention in the health sector were comparatively small. Dréze and Sen (1989) 
refer to this approach as “growth-mediated security”, and ask whether or not the 
benefits from it accrue considerably later compared with direct public intervention. 

Other cases most notably PRC, Sri Lanka, and the Indian state of Kerala exem- 
plify a different strategy. In fact, in the PRC case, economic growth and increases in 
life expectancy seem to have moved in opposite directions. In the 1950s:to the 1970s, 
when the PRC was growing slowly (and erratically), it was able to increase life 
expectancy by an average of one year every year, while during the economic boom of 
the late 1970s and 1980s, the increase in life expectancy dropped to about one tenth 
of the earlier pace (Klasen 1993b).° The key to the rise for both sexes was. public 


S tncidentally, a similar, seemingly counter-intuitive relationship between income growth and expansion in life 
expectancy was present in Britain between 1900 to 1960 where the largest improvements in life expectancy 'took 
place in periods of slowest growth, and were mostly related to improved access to nutrition (through war-time ration- 
ing) and introduction of the national health service (see Dreze and Sen 1989). 


Women in Emerging Asia: Welfare, Employment, and Human Development 81 


intervention to ensure access to a minimum standard of nutrition and health care, and 
mass education. Sri Lanka and Kerala used similar strategies with similar success in 
outcomes. Dreze and Sen (1989) refer to this approach as “support-led security”. 
While improving life expectancy far beyond levels prevailing in countries with com- 
parable incomes, the weakness of this approach is its dependence on on-going public 
intervention, which may be vulnerable to political-economic reversals. The case of 
the PRC, where policy changes sharply reduced rural access to health care and basic 
nutrition in the 1980s, leading to no further improvements and some short-term dete- 
rioration in life expectancy, shows that the success of “support-led security" can be 
reversed (Klasen 1993a, Banister 1987). 

While women benefited considerably from the general improvements in health 
and nutrition, the PRC and some other Asian regions, most notably South Asia and 
the Pacific islands, have the lowest female advantage in life expectancy in the devel- 
oping world. For various biological and behavioral reasons, women in most parts of 
the world are expected to outlive men by 4-8 years, equivalent to 6-10 percent longer 
life expectancy (Waldron 1983, 1993). But in South Asia (including India), the 
Pacific islands, and in the PRC (depending on the data source) women barely outlive 
men and unti] recently have had lower life expectancy. Thus, in large parts of Asia, 
women continue to face a survival disadvantage.' 

Another telling statistic on the cumulative impact of gender inequality in mor- 
tality is the population sex ratio (number of males divided by number of females). 
Table 2 shows that unlike in Europe, Latin America, and Sub-Saharan Africa, the 
ratio exceeds unity in most Asian regions with the exception of the transition econo- 
mies and Southeast Asia." 

It is possible to estimate the sex ratio that would obtain had females and males 
been treated equally in intrahousehold allocation of nutrition and health resources.? 
Column two in Table 1 shows this expected sex ratio varying between 0.96 and 
1.01.9? The difference between the expected and the actual ratios is referred to by Sen 
(1989) as the "missing women", who presumably have died as a result of past and 
present inequalities in access to resources within the household. Table 3 shows the 
incidence of "missing women" in most countries of South Asia as well as in the 


7 since the considerable data needed for accurate measurement of life expectancy are often absent in some 
Asian countries (Chamie 1994), the figures on life expectancy should be treated with some caution. 
In the absence of reliable data on life expectancy and mortality rates, the population sex ratio is in many ways 
a more reliable guide to past and present differences in survival prospects. 
Low sex ratio in the transition economies is mostly due to the heavy male war losses. In Central Asia, World 
War H had decimated the male cohorts now in their 60s and 70s; in the case of Viet Nam and Cambodia, the wars of 
the 1960s and 1970s took a heavy toll concentrated among (though not confined to) males. 
The expected sex ratios depend on the sex ratio at birth, migration patterns, population growth, assumed 
“gender-neutrality” of mortality patterns, and the overall level of mortality (Klasen 1994b, Coale 1991).. 
For details of the calculation, see Klasen (1994b). 


b: 


82 Asian Development Review 


PRC, East Asia, and the Pacific islands, suggesting considerably excess female 
mortality. The total number of “missing women" is estimated to be about 80 million 
in Asia. This constitutes over 90 percent of "missing women" in the world, with 
North Africa and the Middle East the only other regions having a similar problem. 

: Most of the excess female mortality occurs in the first few years of life, where 
girls suffer from higher than expected mortality rates, although in some countries 
even adult women have mortality rates somewhat higher than expected (D'Souza and 
Chen 1980, Basu 1992, Klasen 1993a) owing to unequal resource access.'* The phe- 
nomenon is worse in rural areas in most of the observed cases (Das Gupta 1987, 
Chen et al. 1981). The disadvantage appears to be particularly severe for later-born 
girls in families with mostly girls (Das Gupta 1987, Muhuri and Preston 1991). The 
central factors are differential access to health care and food. While inequality in 
access to food has been challenged as a major cause of excess female mortality 
(Quibria 1995; Pitt, Rosenzweig, and Hassan 1990), inequality in access to health 
care seems to be universally accepted as a critical element producing the female sur- 
vival disadvantage (Quibria 1995, Basu 1992, Chen et al. 1981). 


Table 1: Sex Ratios (Male: Female) and Missing Women in the World 


Actual Expected Number of Percentage § Number 
Sex Ratio Sex Ratio Women “Missing” “Missing” 


(millions) (millions) 

PRC 1.066 0.977 548.7 6.91 37.9 
India 1.077 0.992 406.3 8.53 34.7 
Bangladesh 1.064 0.961 40.0 9.44 3.8 
Pakistan 1.105 1.010 42.2 10.72 4.5 
Nepal 1.050 0.968 7.3 8.46 0.6 
The Pacific 1.067 0.980 3.1 8.50 0.3 
Transition Economies 0.975 

Southeast Asia 1.001 

Bast Asia 1.029 _ 0.990 36.7 431 1.6 
South-West Asia ' 1.047 1.015 55.0 4.40 2.4 
North Africa 1.026 0.996 77.5 3.03 2.4 
Sub-Saharan Africa 0.980 


Latin America and Caribbean 0.993 
Europe and North America 0.946 


Note: Official data are for 1991 (India); 1990 (PRC); 1985 (West Asia); and 1981 (Bangladesh, Pakistan, Nepal). For all other 


regions, data are estimates for 1995. Only where there are instances of excess female mortality, is the number of missing 
women calculated. 
Sources: Coale (1991); Sen (1989); Klasen (1994a,b); Bos et al. (1994), 


m East Asia, particularly Hong Kong, China, the "excess of males" may partly be from sex-selective 
migration. 
The UNICEF (1996) puts the daily figure of deaths in pregnancy and childbirth at the highest (818) in the 
Asian and Pacific region, where half of the world’s 585,000 estimated maternal deaths took place. 
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There is a consensus on some of the critical variables affecting this disadvan- 
tage. Using data from India, Rosenzweig and Schultz (1982), Kishor (1993), and 
Murthi et al. (1995) have shown the mortality disadvantage to be inversely correlated 
with the female participation in labor force and earnings. Figure 1 illustrates the cor- 
relation by plotting female labor force participation rates and (migration-adjusted) 
sex ratios for states in India in 1981. In addition, cultural practices such as patrilo- 
cal marriage and dowry (as against bride price) have been found to affect girls’. sur- 
vival chances (Kishor 1993). Excess mortality among girls is highest where girls go 
to husbands’ villages after marriage and where parents have to pay substantial 
dowries." Secondly, greater female literacy appears to reduce this gender bias. 
-Thirdly, the discrimination seems to be lower in the poorest groups (where women 
have higher labor force participation) and higher among the nearly poor and lower- 
middle income groups (Murthi et al. 1995, Das Gupta 1987). 


Figure 1: Female Labor Force Participation 
and the Sex Ratio in Indian States 
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0 10 20 30 40 50 
Female Labor Force Participation Rate 


|S Similar close correlation has been found at the level of districts in India and states in the former Soviet 

Union (Murthi et al. 1995, Klasen 1993a). It should be emphasized that women who are out of the labor force may be 
working hard (sometimes harder) in nonmarket activities; however, unremunerated nonmarket activities seem to have 
much less influence on intrahousehold resource allocation than market activities. 

The prevalence and extent of dowry is likely to be linked to women’s economic position, the cultural prac- 
tice having some economic root. Dowry practices are closely correlated with women’s role in labor force. 

While higher female labor force participation lessens the gender bias in child survival, it should be noted 
that it shows no significant effect on the absolute level of:child mortality, due partly to less child care time the female 
working poor can give (Murthi et al. 1995, section Ilc.5). 
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The strong influence of female labor force participation and earnings, cultural 
practices, and literacy suggests the importance of “investment” considerations of 
parents as well as bargaining power of women when allocating resources among 
their children (Sen 1990, Klasen 1994a). Thus, policies to improve women’s labor 
force participation and earnings as well as other measures raising the investment 
value of daughters and the bargaining power of women, particularly in rural areas, 
are likely to reduce the incidence of excess female mortality. 

Regarding the female bias in mortality, much of the variations within Asia and 
between Asia and other developing regions is due to different initial conditions, 
rather then recent changes. Women's economic roles, marriage customs, and histori- 
cal experience of public support for girls' education and nutrition are among the 
factors accounting for differences in initial conditions (Dréze and Sen 1989, Boserup 
1970). Nevertheless, trends in past decades have diverged within Asia. In India, the 
female survival disadvantage increased through most of the century, with the sex 
ratio rising from 1.029 in 1901 to 1.077 in 1991, raising the number of "missing 
women" from about 3 to 35 million (Klasen 1993c). The weak, and in some areas 
weakening, economic roles of women, rising incomes, and the spread of (costly) 
curative health care, aggravating the effect of any bias in health expenditure on mor- 
tality outcomes are among the likely contributors to this worsening. At the same 
time, the indication of recent decreases in gender bias in mortality rates and life ex- 
pectancy (Table 1) should slowly reverse the trend of increasing sex ratio.'? In 
Bangladesh and Pakistan, gender bias in mortality, though still very high, seems to 
have declined slowly over the past four decades.! In Sri Lanka, the bias disappeared 
by the 1970s and the sex ratio approached unity recently (Nadarajah 1983). In the 
PRC, the bias fell rapidly from the 1940s' high levels, but starting in the 1970s, the 
trend has reversed and gender-biased child mortality is on the rise again. 

From a policy perspective, the experiences of PRC, Kerala, and Sri Lanka are 
instructive. In Kerala, strong commitment to mass education has led to near-universal 
female literacy. In addition, the commitment to public provision of health services 
and targeted food subsidy has increased access to these among the poorest (Dreze 
and Sen 1989, 1995). This seems an important reason for the complete absence of 
excess female mortality among children (or adults) and low sex ratio in Kerala 
(despite the not very high levels of female labor force participation). The policy im- 
plication is that reducing the costs of accessing basic commodities will reduce 
gender-based intrahousehold discrimination. In addition, high female literacy might 
have contributed to a greater female voice in securing access to basic commodities. 


l6 However, composition effects will delay changes in national sex ratios. In South India where gender bias is 
much less, the greater drop in fertility has considerably increased the weight of North India in national statistics. 
The 1991 Census results from Bangladesh and Nepal as well as the preliminary count of Census 1997 in 
Pakistan show a much smaller sex ratio and suggest declines in gender bias in mortality (Wink 1998). 
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Sri Lanka’s experience has been similar. While the impact of public provision 
of health care, education, and food on human development indicators in this low- 
income country has been well recognized (Dréze and Sen 1989, Streeten 1981), there 
is less discussion of the impact it had on mortality by sex. In the 1950s, Sri Lanka 
had considerable excess female mortality and a sex ratio not much different from 
India’s (Nadarajah 1983). Within three decades, excess female mortality was re- 
versed and the sex ratio now approaches unity. Critical in this success appears to 
have been the subsidization of vital basic commodities that have reduced the incen- 
tive to discriminate against women and girls. 

The PRC case also shows the importance of public policy for incentives and 
disincentives toward gender equality. In the early years of Communist rule, the drop 
in inequality, and the socialization of health care and education sharply reduced not 
only overall mortality, but also the sex bias in it (Campell 1996) and helped to largely 
eradicate the practice of female infanticide (Banister and Coale 1994). Recent policy 
changes, in particular the decline in free or subsidized health services and the one- 
child policy, have reintroduced incentives to discriminate against girls (Table 2). The 
former has forced households to ration health care spending, focusing more on boys. 
The latter, given most Chinese couples' strong desire to have at least one male child, 
has led to giving away female babies for adoption, hiding or abandoning them, and 
sex-selective abortions (Johannsen and Nygren 1993, Banister and Coale 1994). Fe- 
male infant mortality is estimated to have doubled during the 1980s and the sex ratio 
at birth in 1990 was 1.13 and 1.16 in 1994 instead of an expected 1.05—1.07 (State 


Table 2: Gender-specific Vital Statistics in the PRC 


Infant Mortality — Life Expectancy Sex Ratio at Birth 

Year Male Female Male Female 

1953 179.3 169.5 39.8 40.8 1.094 
1964 89.4 81.7 25.0 58.7 1.064 
1970 70.3 70.4 60.2 62.5 1.081 
1978 36.8 37.7 64.1 66.0 1.088 
1982 34.9 57.5 64.7 64.7 1.087 
1984 33.9 67.2 64.9 64.1 1.093 
1990 39.7 83.1 66.4 67.0 1.128 


Note: The figures on infant mortality and life expectancy are adjusted to reflect the effect of undercounting of infant deaths. 
For 1995, the official (unadjusted) infant mortality figures are 28.1 for males and 37.4 for females, thus still showing a 
high excess mortality for females. The sex ratio at birth in 1995 is reported at 1.156 (see State Statistical Bureau 1997). 
Sources: Coale (1991); Banister (1987, 1992); Banister and Coale (1994), 
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Statistical Bureau 1997). Depending on the extent of underenumeration on one hand 
and of sex-selective abortion and infant neglect on the other, up to one million 
female infant deaths per year are due to sex-biased mortality. 

In sum, the record of gains in longevity, though on the whole favorable, is 
marred by little progress in reducing the unequal mortality suffered by women and 
girls in large parts of Asia. Public policy has played critical roles in sustaining or in- 
creasing the bias in some countries and in eliminating it in others. 


Education 


Of intrinsic value as a critical indicator of capability, education is also instru- 
mental to furthering women’s earning potential as well as reducing fertility and child 
mortality (Hill and King 1993, Schultz 1993). As with life expectancy, the achieve- 
ment in Asia over recent decades has been considerable: large increases in female 
literacy and school enrollments between 1970 and 1990. There are big differences 
within the region, with substantial and early progress in parts of East and Southeast 
Asia helping in economic growth, as against a slow increase in female literacy 
(among the slowest in the developing world) in South Asia, where primary enroll- 
ment is still far from universal and secondary enrollment is lower than elsewhere. 

Table 3 shows that though Asia started off with large gender gaps in literacy 
and school enrollments, those narrowed over recent decades (except for secondary 
enroliment in South Asia) but remain substantial, particularly in South Asia, which 
on the whole has done worse than any other region, including Sub-Saharan Africa. 
Within South Asia, there are stark differences between elimination of the gaps in Sri 
Lanka, major reduction in Bangladesh (at the primary level), and slow progress in 
Pakistan and India (Table 6). The figures for East Asia and the Pacific conceal the 
virtual elimination of the gaps for the four Asian “tigers” and Southeast Asia, while 
the PRC and the Pacific still show some gaps. Particularly impressive are Thailand 
and Malaysia, both outperforming the much richer Korea.” 


18A shift from neglect to sex-selective abortion would have the effect of raising female life expectancy since 
aborted children are not considered in life expectancy calculations while infant deaths are. Thus a high female life 
expectancy is not necessarily a source of comfort. 

Studies estimating average years of schooling by gender find similar results (Barro and Lee 1993), suggest- 
ing that, despite the shortcomings of enrollment data, these findings are quite robust. They also find impressive prog- 
ress in average years of schooling for girls and in reducing the gap in East Asia and the Pacific (excluding the PRC), 
while in South Asia it remains the largest in the developing world. 
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Table 3: Male-Female Gaps in Literacy and School Enrollments 


Adult Gross Primary Secondary 

Literacy Enrollment Enrollment 
1970 1990 1960 1986-93 1970 ` 1992 
South Asia 29 27 38 22 20 20 
East Asia and Pacific 21 16 35 7 12 
Latin America and Caribbean 7 3 4 2 4 -3 
Middle East--North Africa 29 24 32 14 18 10 
Sub-Saharan Africa 22 21 23 13 4 4 


Sources: UNICEF (1996), World Bank (1995). 


The success in East and Southeast Asia in eliminating the gender gaps in en- 
rollment came mostly from a big push for universal education rather than specific 
targeting policies. The facilitating elements were high economic growth, low popu- 
lation growth, low inequality, and high public spending on basic as opposed to terti- 
ary education (World Development Report 1993). The increased supply of basic 
education was met by increased demand for daughters" education that carried high 
private returns due to expanding employment and earning opportunities (Schultz 
1993, Tilak 1993). Supply and demand worked together to close the schooling gap. 

The persistent gaps in South Asia are due to first, worse school access for girls 
(particularly where single-sex education predominates and there are fewer girls’ 
schools in rural areas, as in Pakistan [Alderman et al. 1996]. Second, reluctance of 
poor parents to pay for girls as much in school fees and materials (Hill and King 
1993, Khan 1993). Third, high opportunity costs in sending girls to school instead of 
having them render housework, sibling care, foraging, piecewage help, and fill-in 
labor. Fourth, constraints in having a culturally acceptable milieu for girls’ schooling, 
including female teachers, appropriate sanitation facilities, and locational proximity 
(Hill and King 1993, Summers 1994, Alderman et al. 1996, World Development 
Report 1995). Simultaneously, early marriage and fewer labor market opportunities 
lower the returns to schooling for girls, further reducing the demand (Khan 1993, 
United Nations 1992, UNDP 1995). In addition, parental decision may not be totally 
altruistic but partly based on the returns for themselves (Hill and King 1993, Alder- 
man et al. 1996). If girls must be married young and serve the in-laws’ interests, as in 
most areas of Bangladesh, north India, Nepal, and Pakistan, the returns to parents 
from educating girls is low regardless of those accruing to the girls. 


Fertility 
Through reducing the hardships and dangers associated with frequent births and 


child rearing, lower fertility, together with lower child mortality, means significant 
improvement in women’s lives. As fertility decisions are also economic, affected by 
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childraising benefits and costs relative to alternative uses of women’s time, lower 
fertility indicates higher opportunity cost of women’s time and greater voice in deci- 
sion making and resource control within the household. Reduced fertility also has 
major benefits for children and the whole society, as it lowers child mortality and 
raises parental investment in child quality. In addition, it relieves the pressure on 
scarce resources and social overhead capital, allowing greater investment in people 
(Bloom and Williamson 1997). Lowered fertility was a critical element in the human 
capital accumulation driving the high growth in East and Southeast Asia (World 
Development Report 1993). 

The developing world had, in 1960, similar total fertility rates (TFR—the 
number of children that would be born per women in her lifetime if she gave birth at 
the prevailing age-specific birth rates), in a narrow band of 5.6 to 7.0. Some regions 
have since then, experienced rapid fertility transition, while others, most notably Sub- 
Saharan Africa, have yet to enter it. By 1980 East and Southeast Asia as well as the 
PRC were well into the transition process, having by 1994 reached fertility at or 
below the replacement level (a TFR of about 2.05). India and South Asia as a whole 
started later, but by 1994 are beginning fertility transition. Within South Asia there 
are large differences, with Pakistan's TFR still at 6 while Bangladesh's is down 
to 4.2. 

Female education has been identified as the single most important factor influ- 
encing fertility (Hill and King 1993, Summers 1994). Household surveys show fe- 
male incidence of both primary and secondary schooling inversely correlated with 
fertility.” Table 4 confirms this linkage with an ordinary least squares regression 
based on macro data from Asian countries for years with both enrollment and TFR 
data available. A 10 percent increase in primary enrollment is associated with a re- 
duction of 0.31 in the TFR; an equivalent increase in secondary enrollment rate is as- 
sociated with a TFR reduction of 0.36. Altogether, school enrollment can explain 
half of the variation in fertility rates." 


Table 4: School Enrollment and Fertility 
Primary-TFR Secondary-TFR Both-TFR 


Constant 7.33 6.18 6.77 
Primary Enrollment - 0.031 (- 9.13) - 0.013 (- 2.70) 
Secondary Enrollment l - 0.036 (- 8.63) - 0.022 (- 3.40) 
R-Square 0.48 0.47 0.49 


Note: T-statistics in parentheses. - 
Source: Data for regression analysis from World Development Report (1996). 


Ou sually, achievements beyond primary education have been found to have a larger influence on fertility 


rates than primary education alone (Summers 1994). 
Adding dummies to control for regional effects turns out to be insignificant, suggesting that the link be- 
tween female education and fertility has apparently the same impact everywhere in Asia. 


E 
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What explains the other half? From Asian data as well as the theoretical litera- 
ture, three factors seem important. One is possible nonlinearities in the relation be- 
tween schooling and fertility. In particular, once a certain level of enrollment is 
reached, its effect on fertility may accelerate due to a general shift in attitudes and 
behavior (Murthi et al. 1995). Two, structural and cultural shifts related to income 
and consumption are likely to have additional fertility-reducing effects. Three, the 
effectiveness of population policy accounts for some of the variation in TFRs 
(Rosenzweig 1990). In particular, the Bangladeshi initiatives are known to have 
helped push fertility rates below what the levels of socioeconomic development or of 
female education would imply. In the PRC the one-child policy no doubt accelerated 
the fertility decline, though the human and social costs of the policy hardly justify the 
benefits." 


Benefits of Female Education 


The linkages between female education, child mortality, fertility, and economic 
growth highlight the importance of investing in female mass schooling, which helped 
dramatically reduce fertility levels in East and Southeast Asia. That in turn helped the 
overall expansion of education by reducing resource requirements and inducing 
greater parental investment per child, which Jed to further growth. Aside from the 
direct linkages between female education, fertility, and growth, greater schooling 
raises labor force participation, which also supports growth.” . 

Higher educational level of women lowers child mortality dramatically and im- 
proves children's education, both critical indicators of human development. In Asia, 
the under-5 mortality rate in the case of mothers with more than 7 years of education 
is less than half that of those with no education (Summers 1994). Summers calcu- 
lates that as regards benefits in terms of lower fertility, child-and-maternal mortality 
per additional year of education for females in India would outweigh the costs by a 
factor of 3:1. 

In a cross-country growth regression for developing and developed countries, 
Klasen (1998) found that the gender gap in educational attainment in 1960, as well as 


2 Moreover, the goal of a one-child policy implies the desire to drastically reduce the addition to overall 
population in the country. It is not obvious that a population compression of this magnitude is prudent, particularly 
given the enormous social problems it may bring with a rapidly aging population. 

One of the factors that accompanied the high growth rates in the Asian tigers were rapidly rising female 
labor force participation rates (Young 1995). 

Several mechanisms are at work. One is a direct linkage between higher female education and lower mor- 
tality through improved health knowledge. Moreover, educated women are more likely to be employed, thereby earn- 
ing a higher income (which reduces child mortality directly) and having more "say" over the distribution of resources 
in the family. Since mothers tend to spend more resources on their children than fathers, this serves to reduce child 
mortality again. 
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the female-male ratio of the growth of educational attainment have a sizeable and 
significant impact on growth, over and above the impact of overall education levels 
on growth. For example, had South Asia experienced East Asia’s much smaller gen- 
der gap in educational attainment and East Asia’s female-male ratio in the growth of 
educational attainment, annual growth would have been 0.8% larger. This accounts 
for nearly one-third of the total difference in per capita income growth between 
South Asia and East Asia (1.7 percent from 1960 to 1992 in South Asia versus 
3.5 percent in East Asia). 

If investing in girls’ education is so productive for economic development, why 
is this insight not translated by parents and policymakers into increased demand and 
supply respectively? The most important reason for the market failure is a divergence 
of private (parental) returns, especially with patrilocal marriage at early age, from 
social returns to girls’ schooling. Studies also show that the opportunity costs of edu- 
cating girls in terms of their labor contribution to household maintenance and care is 
higher than of boys (Khan 1993). This may partly be why girls’ schooling lags even 
when its private returns are higher than boys’ (Schultz 1993). Finally, private returns 
do not adequately capture the benefits in lower fertility, child mortality, and better- 
educated children, producing socially suboptimal demand for girls’ education. 

As for the supply of schooling, the political dynamics as well as the inefficiency 
and lack of accountability of local bureaucracies seem to militate against strong ac- 
tion to increase the supply of schooling for girls in some cases, particularly in South 
Asia (Alderman et al. 1996). Thus both market failures and policy failures have con- 
tributed to the problem. ; 


Gender and Poverty 


The discussion so far has used nonincome measures of wellbeing. As most re- 
sources are shared in a household and there are household-specific public goods, it is 
difficult to exactly determine women’s access to income and consumption, and pov- 
erty analysis has been limited to household-level change. The Ravallion and Chen 
(1996) study, using an international poverty line of a purchasing-power-parity ad- 
justed US dollars per person per day to determine levels and trends in poverty, shows 
considerable decline in poverty rates all over Asia (except Central Asia) between 
1987 and 1993. The decrease has been rapid in East Asia (excluding the PRC where 


Din 1960, women in South Asia had only one third the years of schooling as men and the growth of female 
educational attainment (measured by completed years of schooling of the adult population) in South Asia was slower 
than the growth of male educational attainment. In East Asia, the ratio in 1960 was nearly 0.6 and education for fe- 
males expanded considerably faster than for males. For details of the regression results, refer to Klasen (1998). Hill 
and King (1993) estimate a multivariate regression of income levels and also find that higher education disparities are 
associated with lower levels of GNP, even when controlled for all other variables affecting GNP. 
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it has been slow), confirming the point above that rapid growth in the 1980s and 
1990s has not translated into commensurate poverty reduction. In South Asia, pov- 
erty rates have dropped moderately, but are still the highest in the developing world. 
The deep recessions in Indonesia and Thailand, and, to a less extent Korea and 
Malaysia, are sure to lead to a sharp reversal in the trend in poverty rates. 

Despite claims to the contrary, it is virtually impossible to give a headcount of 
female poverty,“ since poor females may live.in nonpoor households and vice 
versa.” The question of gender bias in poverty, i.e., whether or not women and girls 
have benefited equitably from any decrease in the incidence of poverty, is difficult to 
settle on the basis of household data. One has to fall back on the indicators of lon- 
gevity, education, and fertility as indirect measures of women’s access to resources 
and welfare. 


Vulnerable Women Groups 


Aside from the “missing women", one group often identified as vulnerable is 
the female-headed household, a category considered to be increasing in numbers and 
needing policy attention (Buvinic et al. 1978, Buvinic and Gupta 1993). More re- 
cently, however, the use of female-headed households as a marker for poverty and 
vulnerability has come under criticism (Rosenhouse 1989, Louat et al. 1993, Varley 
1996)? Asia has the lowest incidence in the developing world of female-headed 
households: slightly under 15 percent of all households,” about 4 percent headed by 


The Human Development Report (UNDP 1995, 4) claimed that “of 1.3 billion people living in poverty, 70% 
are women”, without mentioning source or methodology. The International Fund for Agricultural Development esti- 
mated the number of rural poor women by a method (half of the women living in households below the poverty line 
plus one-quarter of those in female-headed ones) that is unconvincing (Ravallion 1994). 

Females would significantly exceed 50 percent of the population of poor households if the female-majority 
section is poorer than the male-majority. This would occur if female-headed and single-female households and those 
with fewer males had a significantly higher-than-average poverty rate. This may sometimes be the case (agricultural 
labor families in India have on average fewer adult males [Krishnaji 1989] than farming families and are poorer), but 
cannot be assumed in general. Single-female households do not number that many and the greater poverty of female- 
headed or female-majority households would affect their male children too, partly modifying the overall effect. 

A rough way to tell the female share of the population of poor households, and of their “usual-status” workers, 
is to find from household survey data the sex composition of the respective set by per capita consumption expenditure 
of the households they belong to.. Such data for rural India for example, in both 1977-1978 and 1983, tell us that the 
female percentage of usual-status workers (and to a lesser extent, of all members aged 5 and above) was higher for 
households below the official poverty line than for those above it (K. Bardhan 1993a,b). 

Critics point out the diversity of female-headed households, in particular the differences in economic condi- 
tions between single-person elderly (usually widowed) female-headed households and households with children 
headed by females in the absence (temporary or permanent) of adult males (Varley 1996). Moreover, the last- 
mentioned category often fails to distinguish sufficiently between whether or not economic support is provided by the 
absent males (Rosenhouse 1989). Some have argued that the differential poverty of female-headed households may be 
small and have little welfare effect given their different spending patterns (Louat et al. 1993). 

This figure is based on the unweighted average from 16 countries (not including the most populous coun- 
tries in Asia) and should therefore be treated with some caution. It is likely to be an overestimate. 
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elderly women (UN 1992). Widows in this group are a particularly vulnerable group, 
especially in India. . 

Since widow-headed households tend to be smaller due to a high incidence of 
single-widow households, it is not easy to discern whether or not they are in general 
more vulnerable. Using household survey data, Srinivasan and Dréze (1995) found 
that households containing widows are not generally poorer at first glance. But when 
household incomes are adjusted for scale economies in household production 
(assuming larger households need fewer resources to generate the same level of wel- 
fare), single-widow as well as widow-headed households with unmarried children 
appear to have among the highest poverty incidence of all household types and are 
significantly poorer than counterpart male-headed (or widower-headed) households 
(Srinivasan and Dréze 1995, Dréze and Sen 1995).°° Other research shows widows to 
be particularly vulnerable in northern India where they have higher mortality (com- 
pared with married women), more restrictions on remarriage and in living/dietary 
conditions, fewer property rights, and less employment opportunities and social secu- 
rity (Chen and Dréze 1996). 

Another vulnerable group consists of young girls in South and Southeast Asia 
in prostitution. The AIDS outbreak, which has raised the demand for younger child 
prostitutes, puts this group at major risk of contracting the disease. And as the 
UNICEF has noted, “The physical and psychological damage inflicted by commer- 
cial sexual exploitation [of children] makes it one of the most hazardous forms of 
child labor.” The World Congress against Commercial Sexual Exploitation of 
Children (1996) estimated the number of female child prostitutes in Asia at approxi- 
mately one million. 

The final issue of vulnerability is violence against women which, wider than 
domestic violence, spans the entire life cycle of women, in some cases starting before 
birth. In Asia, the issues are as diverse as sex-selective abortions and female infanti- 
cide, health care disparity, child marriage, child prostitution, dowry-related abuse and 
death, and destitution of widows and the deserted. These are not just assaults on 
human rights, but also constitute a major public health problem. Women’s weak bar- 
gaining position due to poor access to earning resources and options is one of the 
most important predictors of these violations (Heise et al. 1994). 


Work, Income, and Human Capital: Linkages and Determinants 
In terms of statistical averages, women work more hours than men, in more 


activities at the same time, for more days in a year, making less in wages and other 
remuneration, and undertaking more of the work of generating family subsistence 


30€ is also shown that extended families that include widows are not generally poorer than those that do not. 


bk a 
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(UNDP 1995). These are outcomes of economic and cultural norms of intrahouse- 
hold division of labor and resource allocation, the incentives and disincentives aris- 
ing from the markets, from policies affecting the markets, and from family goals. The 
outcomes of this family—market-policy interaction are shaped also by the living envi- 
ronment and the infrastructure. 

The situation of Asia’s women is not much different from the average picture in 
these respects. What differs (between countries and between social groups within 
one) is the extent of the disparities. This section analyzes gender disparities in em- 
ployment, earnings, and total workload in relation to the intercountry differences in 
demographic and economic structures and policy environment. 

Female labor force participation rate (LFPR) and the female share of the labor 
force are the highest in East Asia, followed by Southeast Asia, then South Asia, for 
which these percentages are the lowest in the world (Table 5), except for West Asia 
and North Africa. The high levels in East Asia, due mostly to the PRC, and in the 
former USSR are followed by North America. Southeast Asia, Latin America, and 
Sub-Saharan Africa appear close to each other. Table 5 is of course too aggregative 
to show much beyond the broad orders of magnitude. It also shows that women’s 
LFPR has far greater variation (20-60 percent) across the world’s regions than men’s 
(70-90 percent), but this may be partly due to underestimation in varying degrees. 


Table 5: Female LFPR and Female Share of Labor Force, 1990 


Women’s Labor Force Female Share of 
Participation Rate (%) Labor Force (%) 
South Asia 22 20 
Southeast Asia 48 34 
East Asia 59 40 
West Asia 21 19 
Sub-Saharan Africa 47 37 
North Africa 17 16 
Latin America & Caribbean 32 39 
North America 50 41 
Europe, Japan, Australia 43 38 
Former Soviet Union : 60 48 


Source: United Nations (1991). 


The proportion of female population in the labor force and the female share of 
the total labor force have changed variously within Asia, and will further do so in the 
coming decades due to the varying pace of fertility transition. The percentage of 
people in age 15-64 is generally higher in countries ahead in the fertility transition. 
These—Korea, PRC, Thailand, Sri Lanka-—are now at or near their peak of labor 
force growth. In contrast, in most of South Asia and the Philippines, the percentage 
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in prime working age is lower at present and the growth in labor force growth is yet 
to reach its peak. There is also a big difference here between the PRC and India.”! 


Intersectoral Distribution of Working Women 


Countries with a larger proportion of total labor force in agriculture tend to 
have a larger female share of the work force compared to those with agriculture no 
longer dominating employment. This is the case in the PRC compared to Korea 
within East Asia; Nepal compared to Sri Lanka in South Asia; and Thailand and 
Indonesia compared to Malaysia within Southeast Asia. The main exceptions to this 
pattern are Bangladesh and Pakistan, where female participation in farm work is in- 
hibited by religious stigma, and women are concentrated in homestead-based farm- 
related work and in nonfarm activities. In Bangladesh’s case, the 1989 survey redefi- 
nition of economic activity to include homestead-based farm work did show a big 
jump in rural female LFPR, which makes one suspect that a similar redefining in 
Pakistan’s case would yield a similar result. 

The pace at which a largely agricultural work force shifts to other sectors tends 
to be slower for females than males,” due to higher male levels of education, mig- 
ration to cities, and shift to nonfarm jobs. This becomes modified if (as in the 
Philippines) the incidence of landlessness is high, making couple migration more 
common, and if (as in Sri Lanka) high incidence of schooling among peasant daugh- 
ters combines with relative density of female labor-intensive industries to boost 
single female migration for city jobs. In the PRC, the location of such industries in 
villages and townships has boosted women’s rural employment. 

The change from 1960 to 1980 in the LFPR for young adults (15-29), compared 
to the average for all ages, has been considerable in all of Asia. Their rates of labor 
force participation are higher than average, not only for males but also for females, 
though in the still largely rural countries the peak is not reached until the women’s 
30s and 40s . 

The LFPR for women in their 20s, while rising in the PRC and the rest of East 
Asia and most of Southeast Asia, has actually fallen a bit in South Asia over the 
1970s. The reason may partly be the discouragement effect of stagnating employment 
opportunities, especially of the kinds considered suitable for women from “good 
families”. In the teenage group (15-19), while LFPR has been decreasing for both 
sexes in most of Asia, presumably with increases in schooling and family income, the 


Bloom and Williamson (1997) suggest that this “demographic gift” of high growth in labor force accounted 
for a considerable portion of the rapid growth in East and Southeast Asia (see also Young 1995). 
In India, for example, the drop in the agricultural percentage of rural workers over the period 1972-1973 to 
1987-1988 was by 5 percentage points for females, 9 for males. The agricultural percentage in the end-year was 85 for 
females and 74.5 for males (Sarvekshana 1990, statement 34). 
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extent of the decrease has been less for girls due to rising labor demand for teenage 
girls relative to boys; also due to some differential change in labor supply, with girls 
generally receiving fewer years of education/training. 

The cross sectional breakdown of female LFPR by age groups shows diverging 
patterns. Within East Asia, the vast majority of girls (15-19) of high school or college 
age are in the labor force in Vietnam and the PRC, unlike in Korea and Taipei,China 
where they are in high school or college. The Southeast Asian cases appear in be- 
tween these two East Asian poles. The LFPR variations across age groups in India, 
Pakistan, and Bangladesh are mild in comparison, with poverty and lack of schooling 


-being the main reasons for high female participation in low-end jobs. But Sri Lanka 
-bears a striking resemblance to the far more affluent Taipei,China and Malaysia, in 


that women in their 20s through 40s have LFPR roughly twice as high as of those 
younger (15-19) and those older (55-64). 


LFPR: Intercountry, Over Time 


Figures 2-4 show the aggregative LFPR data for this half of the century. Com- 
parison of intercountry trends over time is less vulnerable to the differences in defi- 
nition of LFPR than comparison of absolute LFPR figures at any one point of time. 
However, gender disparities in time allocation between economic activities as con- 
ventionally defined and the work of use-value production pose a major caveat in the 
use of standard LFPR data. The proposed revision of the System of National 
Accounts (SNA) would include some of the many kinds of basic need activities im- 
posed by poverty and by lack of utilities and infrastructure. What follows provides 
only a rough idea of the intercountry LFPR patterns over time. 

The persistence in South Asia of considerably lower female LFPR compared to 
Southeast Asia and the PRC is related to the divergent paces of fertility change, the 
differences in initial conditions of agricultural labor intensity, and the divergent de- 
velopment policies followed. 

While in the PRC and Thailand the gender gap in LFPR has remained small 
throughout (the female share of labor force just about half), in India it has registered 
a small net decrease through the 1970s, recovering in the 1980s. This intermediate . 
decrease seems to consist of the effects of (1) women’s withdrawal from farm work 
as part of the newly affluent middle peasants’ upward mobility strategy; (ii) rise in 
the rural landless proportion, female levels of schooling and marketable skills par- 
ticularly depressed in their case; and (iti) stagnation of industrial employment op- 
portunities. A similar mix in the Philippines of farmers’ upwardly mobile choices, 
rise in landlessness, and sluggish nonfarm employment may explain a similar drop. 

In Sri Lanka, the preponderance of a plantation economy with extensive female 
hiring, and of fewer cultural or religious antipathies toward women working outside 
homes may explain a steadily high female LFPR compared to Pakistan. 
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Female 2: Female LFPR in PRC and India, 1950-2000 
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Figure 3: Female LFPR in Southeast Asia, 1950-2000 
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Figure 4: Female LFPR in South Asia, 1950-2000 
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In Bangladesh, women’s share of the work of processing crops and fish carried 
out in homesteads is known to be traditionally very high, but has until 1989 been 
heavily understated. 

Nepal’s having the highest female LFPR in South Asia has much to do with its 
heavily agricultural population living in relatively unstratified villages. Another 
factor is their traditionally heavy reliance on circular male migration for cash. A 
. similar high LFPR, with women doing more of the agricultural production tasks in- 
stead of hiring labor, can also be seen in other cases (e.g., Himachal Pradesh in 
India) of unstratified peasantry dependent on male migration. In both, while this has 
‘increased village women’s roles in decision making, work and enterprise, the work- 
loads often prevent girls from acquiring education and marketable skills. 

In the PRC, peasant collectivization overcame the traditional stigma (similar to 
India's) that was attached to women doing farm labor, and partly explains the stead- 
ily high level of female LFPR over time. An important related factor in the initial 
wide gap between the PRC and India came from the socialized child care and 
schooling the PRC provided at a low income level similar to India's. It freed women 
with small children for full-time participation in production, also generating 
employment for some of them in the collective child care work. 

Beginning at the end of the 1970s, privatization of agriculture in the PRC and 
the opening up of labor markets, along with the related spurts in male-biased busi- 
ness migration and in mostly female-hiring rural industries, produced both structural 
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and market incentives that kept up the earlier decades’ high female LFPR. The 
gender-equalized basic schooling achieved in the initial decades helped in less 
unequal positioning of women in the later decades’ growth in employment. Along- 
side, however, it is possible that the combination of women’s high LFPR and the 
sharp reduction now in the commune-based child care resources may be raising the 
specter of gender gaps in primary and secondary schooling developing in the PRC’s 
rural areas. ' 

The wide difference between the PRC and India in the female LFPR by con- 
ventional definition is partly accounted for by the presence, still, of some socialized 
child care in the PRC as compared to India. A similar source of accounting differ- 
ence in women’s work might show up in standard data in comparing between areas 
with little infrastructure and those with developed infrastructure. Low-income 
women without socially provided access to basic utilities and child care make do 
with activities that tend to get counted as housework outside the labor force. Thus, 
the evidence of women’s LFPR being low in South Asia can in part be accounted for 
by the fact that much of the time and energy spent in what gets viewed as housework 
in the infrastructurally undeveloped contexts of Bangladesh, India, and Nepal would 
reappear in the form of employment or unemployment in a context of growth and/or 
of broadbased access to basic utilities and child care. Indeed, when the time spent in 
collecting fuel, fodder and water, in kitchen gardening, and in making or maintaining 
clothing and tools for family use is taken into account, the wide gender gaps in LFPR 
shown by the data based on standard definitions largely disappear (P. Bardhan 1984, 
Bennett 1992). 

Analogously, in recent discussions of gender bias in the social impact of the 
Asian financial crisis and recession, it has been noted that the loss of real earnings 
and employment for women often gets transformed into increased amounts of poor- 
quality work to self-generate substitutes for normally purchased items of home 
maintenance and family care. It results from the coping strategies followed by house- 
holds and individuals affected by local recession or countrywide stagflation, the 
absence of unemployment relief, erosion of the traditional kinship-based safety nets, 
and the cutback of social services in structural adjustment programs. 

Most studies of social impacts of the earlier crises and structural adjustment 
programs in Asia and Latin America show increases in the economic activity rate and 
casualization of work for low-income women and children. Local and general stag- 
flation of the kind more common in South Asia also shows increase in subsistence- 
related work for women and children. The issues of social safety nets in crisis man- 
agement must include modifying the negative effects of desperate private coping 
strategies. In a time of crisis, vulnerable groups must be provided access to public 
mechanisms generating social funds and food security. 
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Speaking more generally, if part of the reason behind women’s low LFPR (by 
the standard definition) is that they are excessively active in subsistence and child 
care tasks, then amelioration of the latter is critical on both welfare and efficiency 
grounds. Concerns for potable water, cooking fuel and better stoves, and social funds 
and safety net are often lumped together under “social welfare” (presumed to be low 
in economic returns to public investment). In fact, they work as a vital element for 
growth, by releasing time and energy for the female poor to invest in upgrading skills 
and earnings, and by plugging the drains on their net calorie intake.” Low-income 
Asia is in need not only of employment but also of public utilities to plug the female- 
biased sources of indigence and energy drain. Employment growth alone may even- 
tually raise the opportunity cost of time, incentives for schooling, and calorie intake, 
but in the interim the time-and-energy cost of subsistence tasks remains an impedi- 
ment. In applying the two prongs of job creation and “housework” relief, community 
institutions can play a useful intermediate role between households and the state, 
mobilizing local resources and labor to supplement public funds for cost-effective 
provision of utility needs. 


Remediable Sources of Gender Disparity in Quantity and Quality of Work 


While the issues of disadvantage in survival prospects and capabilities are no 
doubt closely connected with those of employment disadvantage, it is far from clear 
if high labor force participation is always a positive thing. The notion of employment 
disadvantage is a composite of quantity and quality, the latter a function of the re- 
turns, the work conditions, and the access to opportunities for improvement of those 
conditions. Female LFPR (in standard data) can be high along with labor-market dis- 
advantage and poverty; it can go up in economic crisis. 

Cross sectional studies using time-disposition data show that gender disparities 
in wage and unemployment in rural areas are significantly smaller where there is 
more of local growth, and wider under local stagnation (P. Bardhan 1984, K. Bard- 
han 1984). In both India and Pakistan over the 1980s, employment stagnated as eco- 
nomic growth was too weak relative to the growth in labor force. Given that in most 
of South Asia the momentum in labor force growth is expected to be maintained 


n Japan during 1900-1985, the increase in net nutritional intake (gross intake less the nutrients burned in 
fueling physical work effort and combating disease) of children owed mainly to decline in the rate of physical work 
effort and increase in public health efficacy, and to a minor extent to increase in gross intake of food (Mosk 1996). 
The same logic should apply in the case of adult and juvenile females in poverty in underdeveloped areas, having to 
put in a lot of work to meet the basic needs of subsistence and homecare. 

From a study of energy balance sheets covering all productive work Jone by each member of the households 
in one village near Bangalore during one full seasonal cycle, Batliwala (1985) found women on average spending 
more calories per day than men, even though men did the heavier tasks like ploughing, because of the greater fre- 
quency of their chores (collecting water and firewood, processing grains and odder). 


100 Asian Development Review 


through the next two decades, stronger policies will remain critical for delinking 
gender-equitable human development from a less impressive growth performance. 

Stagnation of employment (relative to labor force growth), even if it is of mod- 
erate duration and scattered in form, imposes on the poor an excess not of leisure but 
of drudgery. This effect of a lack of growth is often compounded by a lack of infra- 
structure and environmental degradation. The two results—unlettered, harried 
women without time to care for themselves and their families, and unschooled 
daughters overworked and underfed—reproduce the stark disadvantage of the low- 
income female in education, labor markets, and health. | 

Schooling and net nutritional intake are two gender-related indices of welfare 
and capability worsened by excessive workloads for the female working poor, both 
adult and juvenile.** In the low-end informal sectors where they are concentrated, 
chronically or episodically as in a recession, the working conditions allow few buff- 
ers against economic risks and reproductive hardships. An important policy chal- 
lenge in this situation is to forge sustainable forms of credit and insurance to develop 
skills and enterprise. This is discussed in more detail later. 

The UNDP’s call for setting up SNA satellite accounts to record the full extent 
of nonmarket work including services rendered within the family, so that “women’s 
work receives the full recognition it deserves" (UNDP 1996, 52) is relevant. But be- 
yond recorded recognition, the upgrading of excessively energy and time-draining 
tasks involves targeting utilities, inputs and infrastructure, and forging links between 
public funding and community mobilization. The extent of time and calories regu- 
larly spent in meeting basic needs is a good indicator of remediable underdevelop- 
ment, and should be targeted with a set of amelioratives from simple tools to locally 
specific public facilities," many of which may be quicker and cheaper to provide so- 
cially than to obtain with privately generated incomes. This is corroborated from the 
experience with programs such as community tubewell, social forestry, mobile 
créche, and improved hearth stoves, which also train and employ in the process quite 
a few low-income women. 

In identifying for amelioration the female-weighted hardships in labor and sub- 
sistence processes in low-income Asia, a distinction is necessary between the 


The 1995 Human Development Report presents a recent survey of the evidence from time-use studies avail- 
able for 14 industrial, 9 developing, and 8 Eastern European and CIS countries. The time spent in “productive activi- 
ties” is divided between what is market-oriented (including subsistence agricultural production, potentially 
marketable) and what is not, a dividing line corresponding roughly to the production boundary defined by the UN's 
1968 SNA. The gender disparity between SNA and non-SNA work is much wider in the developing countries. 

Collecting water and fuel can cause severe calorie outtake for the female and juvenile poor, particularly in 
semiarid areas, in villages near deforestation, and in villages with depleted commons. A study by the Centre for Sci- 
ence and Environment, Bangalore, India finds that efficient stoves and easy access to fuel and water could save a fifth 
of the energy spent daily by women in an average village in Karnataka, with potential savings even greater for villages 
and communities below the average (Batliwala 1985). Simple tools and task modifications in weighthanling jobs and 
easing commutes between home and work could reduce chronic energy deficits. 
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primarily self-employed and the high-turnover wage sectors. Dump-recyclers and 
street vendors belong to the former, construction and transplantation laborers to the 
latter, as do peasant daughters on contract jobs in factories. In the former case, cer- 
tain forms of group organization (such as the Self-Employed Women’s Association 
[SEWA] and Grameen Bank) can meet the economic needs (credit, marketing, insur- 
ance, training) and relieve some of the work-related hardships. In the latter case, tar- 
geted facilities are more useful, in forms such as mobile créche or community child 
care, and job-search resource for contract migrants. Collective bargaining does not 
come easily to a low-skilled, low-wage, high-turnover workforce of migrants and 
young women, even if thrown together in fairly large workplaces. However, a net- 
work of other organized sectors (or of global corporate middle management) can play 
useful advocacy roles, and possibly evolve into a very positive movement. 


Poverty and Women’s Relative Overwork: Some Policy Issues 


High LFPR, as noted, is not always an unqualified good thing from the stand- 
points of the women, their families, and the society. Poverty is typically accompanied 
by excessive, low-productivity workload and by irregular or hazardous employment 
features that are sustained by the lack of a minimal margin or surplus (savings, credit, 
insurance), which constrains the ability to tide over lean seasons or hard times and 
invest in the capability to upgrade earnings. Those lacking land and capital often also 
lack marketable skills and organizational assets (for access to development institu- 
tions and information networks, mutual help, and bargaining). The issue of how to 
remedy this cost-effectively without requiring prior income increases is quite crucial. 

Kerala is often cited as an example of accomplishing this through a combina- 
tion of public policy and poverty group organization. The staple food subsidy in the 
slack season and the homestead entitlement for rural landless laborers in Kerala, in- 
cluding the access to schooling and medical care owe a lot to sustained public policy 
and politicization. These secured for the bottom strata basic needs and dignity of 
labor, even if not affluence. By curbing the need to keep drudging for a living from 
lack of basic facilities, health and schooling were promoted, favoring private invest- 
ment in capability and job search. These features are by no means entirely attribut- 
able to Kerala's unique circumstances,” and thus do have certain replicable lessons 
for other low-income cases. 


3Ósuch as Kerala's history of matriliny and socialist government. Matriliny is far from universal in Kerala, 
even for its laboring classes, and the social-democratic communist party has not been in power for much of the last 
two decades. Besides, the Kerala model of combining public policy and target-group organization can increasingly be 
seen elsewhere in India (e.g., Maharashtra, Karnataka, and West Bengal). 
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Some of the mainstream programs generate relatively high direct benefits for 
women, positive externalities for other family members, and macro gains through 
their effects on fertility and productivity. Aside from potable water and cooking fuel, 
the prime candidates for priority are: prenatal health and nutrition (to curb the loss of 
a major investment of women’s physical and emotional energy from infant mortality, 
besides improving health with fewer replacement births); girls’ schooling (having 
private and social returns, direct and indirect—from later marriage and lower fertil- 
ity); and slack-season programs of food subsidy and public works (to protect the 
food-buying poor from seasonal concurrences of wage drop and price rise). Most of 
these are also self-targeting and less fungible than direct transfers, and high in collat- 
eral benefits at individual, household, and community levels. Easing the female- 
weighted daily tasks (in subsistence, commuting, and on jobs) would also aid gender 
equity in quality of work. 

Unlike East Asia (including the PRC), most of South Asia (and Philippines) has 
large landless rural labor populations. A high incidence of landlessness tends to be 
accompanied by a relatively high female proportion of agricultural laborers,” mostly 
from poor households. With their households more splintered than farmers’ (Krish- 
naji 1989), kinship network relatively disintegrated, and women hard-pressed into 
wage-work away from home, they are often short on caregiving and homemaking 
resources, with adverse effects on female health and schooling. 

In areas with a high incidence of rural landless labor, targeted measures for this 
group are key in correcting the disadvantages in schooling and employment even 
within expanding labor markets. This is particularly important in areas where land 
available for redistribution is insufficient at this point to make viable farmers out of 
most in this group (although evidence suggests that owning a tiny home or home- 
stead can be useful as a cushion against extreme poverty). A policy of spatial disper- 
sion of infrastructure should be of ‘relative benefit to the female working poor, 
particularly in this group. Off-season jobs in local public works"? and off-season food 
subsidy for the landless can modify the pressures to resort to high-interest consump- 
tion loans, distress migration, or pawning of their meager assets. Credit for small 
nonfarm enterprise and aid in training and job search, especially for the young 
women in this group, should help growth and equity directly as well as indirectly (by 
stemming juvenile prostitution). Targeted provision of water and fuelwood can 


3 Sundaram and Tendulkar (1988), P. Bardhan (1984), among others. 

The Employment Guarantee Scheme in Maharashtra, India, the largest poverty-ameliorative rural works 
program in developing countries, has been found to have a significant contribution to poverty reduction in the state 
(Parikh and Srinivasan 1990). Of the total person-days of rural employment provided through the scheme each year, 
almost half is taken up by women. 
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prevent caloric drain.” For contract migrants in construction or harvesting, local 
access to medical and child care can modify the currently observed hardships lan- 
dless labor couples undergo in their struggles to survive slack seasons or repay mon- 
eylenders. 

Most of these policies have received some scattered attention in low-income 
Asia. Each seems to work in some way to check the commonly observed processes of 
precipitous decline; some manage to reduce poverty while promoting enterprise and 
creating useful infrastructure. What seems missing is a well-coordinated strong focus 
on the female juvenile poor—relieving early on the overload of daily subsistence 
tasks, boosting incentives for girls’ schooling, and skills training for better position- 
ing in labor and credit markets. 


Educational Disparity and Employment Disparity 


Although it is hard to tell whether good achievement in girls’ schooling is a 
cause or an effect of increased marriage age, lower fertility, and stronger voice in al- 
locations within the household and the community, there is enough simultaneity to 
ensure that work on either front will help the other, and work on both generate com- 
pound effects. Behavior relating to fertility and investment in girls’ health and 
schooling depends on household goals, community culture, labor market options, and 
policies affecting incentive-disincentives and infrastructures. 

South Asia’s poor performance with respect to gender-equalized schooling is 
worrisome, particularly as the working age population grows more rapidly in the next 
decade, and as the young adult female’s labor-market influx is compounded by 
urbanization and falling fertility (see later section). The extent of catching up needed 
in South Asia to bridge the gap with the rest of Asia and the developing world is 
daunting in view of the experience so far. In absolute terms performance has not 
been bad, considering the abysmal initial levels, but not nearly adequate. With the 
changing age structure and increasing urbanization, far greater efforts are necessary. 
Otherwise, the near future would witness even larger numbers of the low-income 
families’ daughters having to either marry early or enter the labor force with little 
education or both. The numbers finishing primary to secondary levels may be large 
enough (despite the large percentages left out of schools) for the female-hiring new 


Ror example: Slum Networking in three cities in western India, implemented by city development boards, 
local NGOs, communities, and Britain’s ODA; “Khuda-ki-Basti” in Karachi; for affordable housing and small loans, 
implemented by a local NGO with community participation; Orangi Pilot Project in Karachi and Sindh for shanty 
towns sewerage; a participatory program by Zhangjiagang municipal government to upgrade the quality of human 
settlements; and Partnerships for Poverty Alleviation in Cebu City, Philippines. With the village commons dwindling, 
aggravating fuel collection work, critical help is rendered by social forestry schemes using the labor of landless/land- 
poor women paid wholly or partly in wood fuel for their stoves. 
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industries to grow and benefit some. But far too many will be left out and pressed 
into dismal livelihoods. 

The size of the task ahead in South Asia gives cause for despair. But the ad- 
vances made in girls’ schooling in Indonesia and Bangladesh, despite low starting 
levels and Islamic strictures, are encouraging (though persistence through 4th grade 
is still very low in Bangladesh). The policies that helped in these two countries, as 
well as in Sri Lanka and some states within India, need more analysis for their repli- 
cability. Critical here are issues of school service supply, particularly those of ac- 
countability for efficiency of the delivery administration. 

Table 6 shows the mid-decade situation in some of the countries as to the rela- 
tionship between female schooling level and labor force participation. The incidence 
of persistence to grade 4 seems correlated more with teenage girls’ LFPR than with 
adult women’s. Primary education either has a positive effect on teenage LFPR or is 
a positive result of it, perhaps both of these. 

Sri Lanka, Philippines, Malaysia, and Thailand have already achieved gender- 
equality in schooling. In fact, females now have on the average more school educa- 
tion than males in the first two cases; Sri Lanka in this respect showing a Southeast 
Asian rather than a South Asian pattern. The Indian subcontinent lags behind more in 
terms of gender gap in reaching grade 4 and in secondary enrollment, than in the 
combined primary/secondary/tertiary enrollment. The skewed distribution of educa- 
tion under colonial rule has been modified, but not yet eliminated. 


Table 6: Incidence of Education and Labor Force Participation Disparities in Asia 


Percent of Age Group Percent of Cohort Combined Primary, 
Enrolled in School, Started in 1980/1988 Secondary, Tertiary LFPR, 1995 
1993 Reaching 4" Grade Gross Enrollment ———————— — — 
Primary Secondary Ratio, 1993 Ages 10-19 Ages 15-64 


——— M ————— 0 — © — © —À 0 —À———H—  À— 


Female Male Female Male Female Male Female Male Female Male Female Male 


Bangladesh 105 128 12 26 **46 44 34 AS 8 8 4 45 
India 91 113 38 59 **52 57 .46 .63 31 90 16 30 
Nepal 85 129 23 46 - & .43 -71 43 91 37 46 
Pakistan 49 80 21* " S45 55 24 .49 16 90 34 5 
Sri Lanka 105 106 78 71 ***98 97 .67 -66 30 82 10 20 
PRC 116 120 51 60 +++8] 97 54 .60 80 96 43 45 
Indonesia 112 116 39 48 ***822 97 .58 .64 38 85 16 29 
Malaysia 93 93 61 56 ***+99 98 .62 .60 52 91 13 20 
Philippines 111* 116* is - +**85 84 .78 16 38 85 16 25 
Thailand 97 98 37 38 Ky " .55 67 86 37 39 
Vietnam 103* 33 (frm) **67 71 49 T] 92 33 37 


Notes: * Secondary school figures for Pakistan 1992; primary school figures for Philippines 1990; both for Vietnam 1992. 
** Started in 1980. 
*** Started in 1988. 
Sources: World Development Report (1996, Appendix Tables 4,7; 1995, Tables A-1,25, 28); Human Development Report (1996, 
Appendix Tables 2, 16, 32, 47; 1995). 


Women in Emerging Asia: Welfare, Employment, and Human Development 105 


In the South Asian cases lacking a tradition of mass education, female LFPR is 
high at the two ends of the socioeconomic scale: for unlettered women from asset- 
poor families, mostly in agriculture and other informal sectors, and for educated 
women from middle-class families, mostly in salaried jobs and the professions. In 
between is initially withdrawal from low-return workloads, followed by a shift to 
more years of education and better-quality employment. As the education level rises, 
correlated more in the female case with family income or asset situation, LFPR drops 
through the secondary level (from India’s NSS data for 1983 and 1987-1988), then it 
rises, matching the college graduate case with the unlettered poor level. 

The gender-related obstacles to educational access and attainment are worst at 
the socioeconomic low end—for low-income ethnic minorities, migrants, land-poor 
outcastes, and tribals. Short of assuming the poor to be inherently more prejudiced 
than the nonpoor toward girls’ schooling, one must identify the social obstacles and 
the mechanisms of disadvantage and default that are connected with the household 
economics and demographics of the poor. One of the mechanisms stems from the 
workload of the female poor in an environmentally and infrastructurally poor area. 
Poverty ties daughters’ schooling deprivation to mothers’ high LFPR in the informal 
sectors of day-labor and piecework. This is where a modicum of socialized (or com- 
munity-based) child care and basic utilities can make a difference, irrespective.of the 
rate of economic growth. 

The hardpressed nature of some of the high female LFPR at low income and 
skill levels also explains the income-elastic withdrawal of women from low-end jobs, 
as observed in India since the green revolution started trickling down. The dip may 
be modified by growth of industries hiring primary to secondary-educated young 
women, and by the less unequally schooled cohorts born since the 1970s entering the 
market. In Sri Lanka and Kerala, with a weaker tradition of female seclusion and 
with universal schooling and early demographic transition, the past decade’s spurt in 
light manufacturing or processing firms quickly raised the LFPR of those who 
otherwise would not be working in cropfields and construction sites. In Bangladesh, 
despite the traditional stigma attached to women working for private male employers, 
recent achievements in girls’ primary schooling and in asset-poor women’s credit 
access have helped push up the female share of the labor force in a positive sense. 

The same cannot be said of India's north-central rural regions. The incidence of 
effective literacy (up to fourth grade) in rural India still shows the largest gender gap, 
strongly correlated with poverty. In Kerala's case, which shows that poverty need not 
breed illiteracy, public policy for mass education has been the key factor, helped not 
only by history and politicization, but also by a dense network of transportation. The 
latter made the rural-urban dichotomy so much less than in north-central India, serv- 
ing to better diffuse information as well as incentives. 
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Gender Disparity by Mode of Employment 


Asia’s mostly small-scale farming has meant a preponderance of self- 
employment and family employment. Still, many regions have a large landless labor 
population working for large farmers. Most of the subregions, though not industrial- 
ized, also have a lot of small-scale rural nonagricultural employment (for wages and 
on own or family account). Although nonagricultural growth in South Asia, unlike in 
East and Southeast Asia, has been too little for a major intersectoral shift in the labor 
force, sizable proportions of rural employment are now generated outside agricul- 
ture.“ And the pace of increase has been larger in the female case."! 

The recent growth in female-hiring export industries might be infusing incomes 
in rural areas and lowering fertility to the extent rural daughters and wives have some 
education and a support network to help them take advantage of such jobs. In South 
Asia, however, most of the addition to the labor force have had to find self- 
employment in rural nonagricultural and urban informal sectors, as employment 
growth in agriculture and the formal sectors (including export processing firms) has 
lagged behind the labor force growth, especially in the female case. 

Table 7 shows the largest female share to be in the category of unpaid helpers 
in family enterprise. Work as employees comes next, its female share rising over time 
in many cases. The female proportion of own-account workers (self-employed and 
employers) is no longer insignificant in Asia, though still relatively small. Except in 
the Indian subcontinent, two to three out of every ten entrepreneurs are women. 

Of the three broad categories shown in Table 7, it is for employees that the 
gender gap in participation seems to have decreased, in terms of quantity of work if 
not quality. However, from just the rising female proportion of employees, it is not 
possible to reach a definite conclusion about, say, women's voice, without reference 
to the work composition. But it is possible to say that the gender-related goals and 
strategies have to play increasing roles in the markets for low-skill casual laborers, 
facilitating access and relieving the hardships. The female proportion of casual em- 
ployees shows not only rising trends, but sharp influxes during hard times. 

During recessions and structural adjustments (including market restructuring of 
public sector units), the worst hit are the female regular workers. The first to be laid 
off and the last to be retrained and rehired, they are easily shed with mantras of “sac- 
rifice for the country” or “jump into the sea and swim", which is the way the market- 
reforming public enterprises in the PRC shed the middle-aged female workers, who 
have been raised on the idea that “women hold up half the sky.” It is not only the 


baa India, for instance, of the 37 million increase in the number of rural workers between 1977/1978 and 
1987/1988, more than half was outside agriculture. 
In India, 15 percent of rural female workers in 1987-1988 were engaged in nonagriculture, as against 12 
percent in 1977-1978. The male figures are 25.5 and 19 percent respectively (Sarvekshana 1990, 99). 
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recent experience of recession and restructuring in Asia, but also the more protracted 
Indian experience of layoffs and shutdowns owing to stagnation, falling markets, and 
technological obsolescence. How do these women manage afterward to make ends 
meet? Most try to scrape together some sort of casual employment; some founder; 
some stick on, ending up with decline not in LFPR but in the quality of it. 


Table 7: Female Percent of Economically Active Population (5+ yrs) by Employment Status 


Own-account Workers Employees Unpaid 
and Employers Family Helpers 
Bangladesh 1985-86 4.6 16.8 6.2 
India* 1983 Te 28.7 35.4** 
1987-88 iii 31.3 34.0** 
Pakistan 1992-93 4.5 9.9 33.5 
Sri Lanka . . 1993 22.2 34.6 55.8 — 
PRC 1988-89 Female % of all paid employment 33.4 
South Korea 1992 27.5 38.1 87.7 
Indonesia 1980 28.2 27.0 54.6 
zt 1990 26.8 30.9 63.6 
Malaysia 1980 28.8 30.6 |^ — 543 
1993 24.6 34.8 64.7 
Philippines 1985 31.3 36.6 | 52.8 
| 1993 30.2 36.4 54.8 
Thailand 1982 28.4 38.5 64.4 
1990 27.6 41.9 64.5 


Notes: * Workers by principal and subsidiary working status. 
** Last column gives estimate for all self-employed (own-account and unpzid family workers). 
Labor force survey estimates: Thailand both years, Sri Lanka 1992, Bangladesh 1985/86, South Korea 1992, 
Malaysia 1990, 
Household survey estimates: Philippines, India. 
Consumer survey estimates: Indonesia 1980. Pakistan figures are official estimates. 
Census estimates: Sri Lanka 1981, Indonesia 1990, and Malaysia 1980. 
Age range: Philippines and Korea—15 & above. Indis—5 & above. Sri Lanka, Indonesia, Pakistan, Bangladesh-—10 
& above. Malaysia—15-64. Thailand —13 & above. 
Sources: ILO Yearbook of Labour Statistics (various years); Sarvekshana (National Sample Survey Organisation 1988, 8-9, 22, 
39; 1990, 60, 92). 


The self-employed often comprise a highly variegated range from ragpickers to 
software engineers, which makes it almost impossible to say anything aggregatively 
about this group in terms of gender equity of economic activity. However, it is possi- 
ble to say that an important role for public policy is to keep seeking out women- 
operated enterprises that are potentially self-reliant and efficient, to aid them in cost- 
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effective ways, and to modify the market barriers (restrictions, extortions) they face 
by providing better credit, insurance, or social fund options. 


Credit Programs for Enterprise Development by Poor Women 


Although women on an average work longer hours, more days in a year, on 
more concurrent tasks than men, their labor force participation, as conventionally 
defined, often appears to be rather low. This, of course, is related to the extent of 
their reproductive and homemaking workloads, which depend on household demo- 
graphics and certain resources. Still, the large differences observed in women’s 
LFPR (intercountry as well as intracountry) raise the question of the extent of dis- 
couraged dropout or withdrawal from labor force owing partly to the perceived lack 
of employment opportunities in suitable and accessible forms. 

Indeed, in India a sizable proportion of rural women who were usually eco- 
nomically active during the reference year but reported doing housework (i.e., being 
outside the labor force) during the reference week, answered affirmatively to the Na- 
tional Sample Survey's questions about availability for employment if employment 
were brought to the household (P. Bardhan 1984, 37). These responses show poten- 
tial underemployment or unemployment to be in fact quite large, despite very little 
reported unemployment, and suggest the need for expanding earnings options in and 
around the household. This is especially so in those areas and groups where so- 
ciocultural barriers and educational disadvantage severely constrain women's labor 
market mobility as well as access to credit and know-how. - 

As girls’ schooling and age at marriage rise in rural South Asia, policies to en- 
courage semiskilled female employment in labor-intensive industries will be in- 
creasingly needed for younger women's greater LFPR and labor market mobility. For 
most older women, on the other hand, the key to greater labor force participation (in 
terms of quality as well as quantity) will lie in enterprise development through com- 
binations of credit, outreach, and social intermediation; and in supporting the mecha- 
nisms of collateral substitution and outreach for self-employed women currently 
rationed out of the formal credit market. In most Asian contexts of strongly male- 
biased practices of property inheritance and land distribution, access to credit, insur- 
ance, and information áfe the critical barriers for enterprise development by low- 
income women. Hence, the design and implement of sustainable ways to meet the 
credit and insurance needs of low-income, low-skill women owning little capital or 
land comprise an important policy handle for poverty reduction and gender equity in 
earnings. 

The considerable success of the Grameen Bank and the Self-Employed 
Women's Association, the two most notable microfinancing initiatives in South Asia 
(both started with extraordinary leadership and developed as autonomous institu- 
tions), and the recent literature on mechanisms of credit market constraints have 
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persuaded policymakers to get increasingly involved in enterprise development with 
financial services to reach low-income women. Dozens of such projects have been 
initiated in a variety of cultural, infrastructural, and market conditions, ranging 
widely in size; in target clientele; in type of enterprise (subsistence or market- 
oriented); in production sector (farm or nonfarm); and in mix of services (credit, de- 
posit, enterprise support, outreach and social intermediation).” A number of evalua- 
tion studies have appeared. In some cases both a minimalist model and an integrated 
model (combining financial services with business and production training, market- 
ing, and technical assistance) are applied to similar groups, the findings pertinent to 
general questions of program sustainability and enterprise viability in a disadvan- 
taged clientele. 

The earlier kind of rural credit cooperatives, and the more recent administered 
credit programs for poverty-targeted asset transfer," have widely been criticized for 
poor financial performance and leakage or diversion of delivery to nontarget groups. 
The new enterprise credit institutions rely on joint liability and frequent small depos- 
its to minimize risks and transaction costs, self-selective mechanisms to generate 
group collateral, and provide targeted training and information. They promise pov- 
erty reduction and gender-sensitive development. 

Some initiatives operate with positive on-lending interest and high repayment 
rates with a low-income clientele directly or indirectly female-targeted. Administra- 
tive costs are kept down by coordinating delivery of services and collection of dues 
through decentralized units competing in field performance. Banking on the thrifti- 
ness, acumen, and enterprise of asset-poor women, they combine financial services 
with social intermediation to organize credit groups. Working with such groups 
seems to lower risks and transaction costs through seli-selective joint liability and 
peer pressure, minimize both paperwork and leakage, and generate a cost-effective 
outreach (Bennett and Goldberg 1993), which are utilizable for multiple related 
functions. 


No comprehensive account of the many such group-based credit facilities in operation is available, with 
adequately detailed description of the main features, to give a definitive breakdown by those features. However, for a 
nonrandom sample of 27 projects (10 in East Asia, 17 in South Asia not including the two detailed below) initiated by 
the World Bank since 1983, Bennett and Goldberg (1993) note a smaller majority in agriculture in South Asia than in 
East Asia, a greater frequency of exclusive targeting, use of female staff, and of enterprise development services in 
combination with financial services. Most had positive on-lending interest rates. Less than half (none in India) had 
savings facilities for accuinulation and/or safety net. 

For example, Tatlia’s Integrated Rural Development Programme (IRDP), a noncollateralized credit program 
with the objective of asset transfer and poverty-reduction through viable self-employment. The credit is 33-50 percent 
subsidized, and the loan recovery process is lax on grounds of the redistributional objective. Concurrent evaluations 
of the IRDP show a quarter to a third of the borrowers to have crossed the poverty line. However, much of the subsi- 
dized credit is known to be absorbed by the nonpoor and the pipeline, the rest ineffective due to lack of monitoring 
and enterprise-related services. Repayment is no more than a third, and administrative cost is high. Politicians have in 
some cases used loan jamborees or debt pardons as populist campaigns. 
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The organizing of financial, marketing and technical services for single-sex 
mutual-help groups has proved popular and productive in South Asia, where women 
often face barriers to credit and information due to cultural factors. In East Asia, 
where women face fewer such barriers, social intermediation seems less critical for 
credit utilization. For cost-effective social intermediation toward group liability as 
collateral substitute, NGOs with community networks are utilized. The projects in 
South Asia more often target directly, engaging NGOs for training and extension, 
‘and cover diverse microenterprises. Those in East Asia more often target indirectly 
by focusing on subsistence enterprises and small loans, and are run by government 
agencies or through NGOs. 

The aspects of social intermediation that seem critical for success in targeting 
low-income women with limited mobility and few assets are: (i) sensitivity of the 
training services to the economic constraints and cultural barriers the clients face, 
(ii) female staff in field units, and (iii) groups self-selected from the bottom stratum 
(Bennett and Goldberg 1996, 3). Aside from developing the credit and mutual help 
groups, effective intermediation includes advocacy and links with wider institutions 
of planning, technology, and marketing, in order to facilitate enterprise growth and 
the social services and safety nets vital to the clients’ business viability. 

Discussed below are two of the largest group-credit programs for asset-poor 
self-employed women that combine credit and savings services, enterprise support, 
and mutual funds. The first targets rural poverty groups, the second urban and rural 
craft-based groups. 

The Grameen Bank of Bangladesh works mostly with women from households 
with zero to a half acre of land—the rural poorest decile. Left out of bank loans for 
lacking conventional collateral and having to depend on expensive private creditors, 
their capacity to invest and reinvest in enterprise (and education) is severely limited. 
The interest is at market rates and the loans are channeled to small self-selected 
groups, on a collateral of joint liability.“* Credit delivery and collection of repayment 
and insurance contributions are made on rigorous schedules of weekly installments. 

The Grameen program attempts to reduce poverty by developing viable micro- 
enterprises, financial discipline, and group self-help in order to reduce dependence 
on money lenders and build up access to mainstream credit institutions. Unlike 
India’s Integrated Rural Development Programme, which attempts poverty reduction 


^ Notable among replications of the joint-liability collateral in other countries are: the Project Ikhtiar in 
Malaysia, the Microenterprise Project in Pakistan; and the Grameen Bank Replication Program in the Philippines that 
channels government funds through NGO replicators. Others like India's Second National Dairy Project, National 
Sericulture, and Shrimp and Fish Culture, Nepal's Small Farmers" Development Programme, and the PRC's Guang- 
dong Agricultural Development share some characteristics with Grameen, but not the diversity and stages of growth 
of enterprise supported. Still others—like India's Integrated Child Development Services and DWCRA-—promote 
enterprises in social welfare services. Maharashtra's Forestry Project specializes in developing land-poor women's 
enterprise to implement social forestry plans. 
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through subsidized government loans to acquire nonland assets for self- 
employment,” sustainability is the key rule in Grameen’s packaging of loans, sav- 
ings, and enterprise-support services supplied through outreach. All stages of the 
process seek to tap the habits of thrift, husbandry, and association. The Grameen 
Bank’s decentralized management of branches, shaped through trial and error, en- 
courages competition in achieving a targeted outreach for enterprise services, credit 
utilization, and savings mobilization. The over 90 percent loan recovery and the de- 
posit collection to the extent of two thirds of outstanding loans are key in 
sustainability. At the current pace of expansion, the number of Grameen’s women 
client-members is expected to grow to 4 million by end-1999, covering half the rural 
land-poor households in Bangladesh. | 

One of the criticisms leveled at the Grameen Bank is that the loans, mostly for 
nonfarm self-employment, remain untested in small-scale farming, even though the 
households eligible may own up to half an acre (not too small in horticulture if not 
also in wet rice farming). The justification offered is targeting convenience and 
empowerment,” in a context of the female poor's traditional concentration in non- 
farm activities and more limited land ownership. The idea is to enable them to 
expand on their hardship-tested skills in small trading and home business using small 
inputs of finance. The Grameen Bank's focus favors gender equity and a good 
division of labor with government agencies and NGOs focusing on agricultural 
enterprises. 

The attributes of high target-population coverage, timely recovery, financial 
discipline, cost-effective administration, and solvency are part of the success story. 
But an evaluation must ultimately be based on success in poverty amelioration and 
utilization of low-income women's economic potential and in upgrading their . 
access to skills and the markets in a sustainable manner. 

In a rigorous evaluation of microenterprise credit and insurance, Rashid and 
Townsend (1992) find that same-sex rural groups from similar but uncorrelated in- 
come levels (as in Grameen, SEWA, BRAC) work better for low-cost peer monitor- 
ing, efficient delivery and recovery, and borrower trust with positive expectations. 
Such grouping also tends to have less internal inequality in bargaining strength, 


The generally poverty-targeted Integrated Rural Development Program has a 30 percent subtarget for 
women, and many of the small assets financed are more or less gender-neutral in access and employment effect, 
though utilization suffers in the absence of monitoring and enterprise support. Savings mobilization is not attempted. 
No more than a third of the beneficiaries in 1987-1988 had retained investment for two years and repaid loans on 
time. The ratio of subsidy to credit per beneficiary came to over half (Pulley 1989), 

Grameen Bank's recipe for empowerment through credit is to start with the poorest (say, the bottom 10 per- 
cent) in a village, attempt replication in widely separated locations—to separate local and personal factors, generate 
competition among branch managers, pick up a variety of problems at one go to produce a variety of solutions—but 
manage the chaos in decentralized operation (by disallowing rule-bending and unauthorized procedure), pick up fresh 
young people to run the project, and always start on a low key in a small way, preferably through more than one or- 
ganization in the same country to achieve competitive improvement. 
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perhaps the most decisive and elusive aspect of outcome success with peer monitor- 
ing and group insurance.“ 

The mobilization of positive mutuality within commonality (of constraints of 
gender and socioeconomic level) has also facilitated joint loan taking for joint enter- 
prises, creating scale economies and potentially greater growth with intragroup 
equity. The externalities of socially mediated peer monitoring and insurance arguably 
are not confined to poverty-reduction and enterprise growth, but spill into leadership 
and resistance to gender-based abuses generally. 

Notwithstanding the direct benefits and externalities, measurement difficulties 
make use of three basic criteria necessary for evaluation and comparison: (i) survival 
and growth of the enterprises initiated with the credit; (ii) effects of program partici- 
pation—at household and individual levels—in measurable terms of consumption, 
assets, employment, and investment in human capital; and (iii) the program's overall 
solvency and self-reliance. 

As to the first, the Grameen performance is better than most poverty-targeted 
credit programs without group monitoring, such as the government-run IRDP or co- 
operative-run programs like the BRDB’s RD-12.* Credit recovery is suggestive of 
borrower benefit and incentive to repay,” though other factors of uncertain benefit 
may also be involved. The Grameen's mobile banking technique allows flexible de- 
livery as well as observation of loan performance and peer monitoring, and the sup- 
ply of training and information aids investment. However, the very rigors of peer 
monitoring and collection schedule that discourage default may also discourage risk- 
taking for enterprise growth, reinforcing the effects of clients’ limited education and 
skills. The built-in risk aversion may be right for subsistence activities, but not for 
enterprise growth. Recent evidence of untapped scale economies in Grameen's 
branch-level operations has turned attention to raising loan amounts by encouraging 
enterprise growth. The training program has been strengthened to upgrade members’ 
absorptive capacity. The question remains, though, whether this involves some trade- 
off in terms of poverty reduction. 

As to the effects on employment, consumption, and investment, Pitt and 
Khandker (1996), using control villages and control groups to take into account the 


Toward this end, the Grameen puts self-selected groups of five from a village in a center, extending some of 
the group’s power to the center, and gets the center meetings to coincide with a bank worker’s weekly visits for deliv- 
ery, collection, and consultation. The expected gains include skills in dealing with start-up problems and hard times 
and in making decisions on a consensus basis, conducted openly so as to inhibit vested interest and misconduct, and 
foster mutual aid and insurance. 

Of the IRDP's beneficiary households nationwide in 1987-1988, no more than one third had maintained the 
investment for two years and repaid the credit on time (Pulley 1989, 11-2). The recovery rate for BRDB’s RD-12 
loans, though much improved in recent years, has remained far more uneven among sections of borrowers than in the 
Grameen experience (Khandker et al. 1995b). . 

Interestingly, the recovery rate even in the latter programs is on an average higher for female borrowers. 
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endogeneity of program participation and amount borrowed, show mixed but on the 
whole positive outcomes. Credit extended to women more often has significant posi- 
tive effects than credit to men, as with Grameen credit compared to credit from other 
sources, based on variables typically associated with household asset level and 
women's autonomy. The largest positive effects appear to be on girls' schooling, on 
women's labor force participation, and on household consumption expenditure. 
Grameen credit to men appears to have the largest effect on fertility. If women clients 
are older and finished with childbearing, and if age is a factor in women's decision- 
making power within the household, then isolating the gender-relative effects of 
credit on fertility would require controlling also for client's age at the time of initial 
borrowing. 

As for the third criterion, Grameen has been self-reliant so far, despite an oper- 
ating cost higher than the interest charged, as it keeps part of its low-cost funds in 
fixed and short-term deposits with other banks, using the profit to make up for the 
losses on credit operations (ADB 1994, 139). The sustainability of the sources of 
revenue is relevant to the long-run success of replications. When Grameen's profits 
were set back in 1992 by a staff salary raise, recovery was made by cutting the aver- 
age subsidy on lending. A World Bank study (Khandker et al. 1995a, 35), pointing to 
untapped scale economies in branch-level operations and excess demand, recom- 
mended eliminating the subsidy and raising loan supplies. Replications, it concluded, 
could expect an initial 10-year period in tapering moderate subsidy on credit opera- 
tions before eliminating it, or at least bring it down to a level balanced by the element 
of poverty alleviation. However, a replication in the Philippines, channeling govern- 
ment funds through NGOs with subsidized costs, was found far more costly to run, 
with the groups not self-selective and the savings mobilization not as effective 
(Subbarao et al. 1996). 

The relative success of small savings schemes and mutual fund schemes ob- 
served among women (Holt and Ribe 1991) suggests the efficiency of this feature in 
microfinancing to achieve self-selection, indirect targeting, and group insurance. 
Women often take part in informal capital funds of their own, such as rotating sav- 
ings and credit associations. Working with these can minimize transaction costs in 
microfinancing, and generate forms of insurance that help loan recovery and enter- 
prise growth. 

Another major initiative combining credit and deposit, group insurance, and 
enterprise service is the SEWA, started in 1972 as a union for the city of Ahmed- 
abad's female small producers and traders. Initially registered under the city's textile 
labor union, becoming an autonomous organization in 1981, it has spread to other 
cities and rural areas, turning in the process its credit cooperatives into a full-fledged 
bank top-rated in audits. Members deposit small savings and qualify for low-interest 
loans and other services. 


114 Asian Development Review 


The SEWA bank helps members manage finances, market products, and pur- 
chase materials on their own; it runs literacy and training classes and child care cen- 
ters so that the vendors’ children do not have to follow their mothers on the streets or 
wait by the roadside. A trust provides illness, maternity, and widowhood benefits at 
an affordable price, services that offer gains not only in health and fertility reduction, 
but also in repayment, by helping better utilization of enterprise credit. SEWA found 
out from experience that a modicum of insurance against health and life-cycle crises 
was critical for enterprise viability, hence efficiency of the credit, for women who 
must combine reproductive and caregiving work with earning activities. 

Aside from access to credit and insurance, the small producers and traders 
benefit from large-scale purchase and cooperative sale, skipping middlemen both 
ways, and from provision of training, know-how, and tools modification. They have 
recourse against harassment such as extortion of bribes and market access obstruc- 
tion. The externalities from advocacy and link-ups, though not quantifiable, are 
substantial. Considered a model for credit-based quasi-union movement for low- 
income self-employed women, SEWA has enabled close to a million women in its 20 
years of operation to make something dignified and forward-looking out of their 
livelihoods. The nonincome benefits—management of family crisis, safeguards 
relating to work, security of credit association—are no less important than the bene- 
fits in income. 


Prospects for Women’s Welfare and Equity: An Asian Perspective 


While there has been considerable progress in absolute levels of female well- 
being, the progress in gender equity has been slow and uneven. Much of this uneve- 
ness of progress appears among the low-income groups in schooling, in access to 
resources, and in quality of employment. What are the prospects for the coming 
decades? 

The stage of demographic transition is an important factor in this. Fertility tran- 
sition, completed in some and under way in almost all the countries in Asia,” has the 
potential to set in motion a virtuous cycle reducing gender gaps, though the problem 
in the interim remains severe in South Asia. Women's participation in, and share of, 
the labor force has been rising in most cases,” and the pace will be faster where it 
has been slower,” along with a more rapid influx from nonwage to wage work, 


rhe patchy data existing for Afghanistan suggest that it is one country where the fertility transition has not 
yet commenced. Some of the Pacific islands may also fall into this category (Bos et al. 1994). 
In all age groups except 15-19, with increase in secondary schooling (see Table 12). 
From the gender distributions of the economically active in various Asian countries, the female share of 
those seeking employment at the start of this decade appears to be higher than that of the total labor force, much more 
so compared with the past decade (ILO 1994; 1991; 1986; 1981, Tables 2B-C). 
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particularly for young women. This process is likely to be further accentuated by a 
rise in girls’ schooling where it has been poor, by increasing urbanization,” along 
with greater facilities for commuting, and in the late-liberalizing cases, by the pull of 
new nontraditional jobs.” Properly met, this would reduce the gaps in employment 
and earnings, and modify intrahousehold inequities. 

But success in absorbing the rapidly increasing number of more educated and 
urbanized females into employment will depend importantly on the level and nature 


‘of economic growth, the second important factor to consider. If broad-based growth 


continues and spreads to more countries, if public investment in education and health 


is sustained, and if access to credit and infrastructure grow apace, then the opportu- 


nity clearly exists for continued improvement in the indicators of gender equity and 
capability. On the prognosis of Asia’s economic growth, the optimism of a few years 
ago has waned, at least for the immediate future. Suddenly South Asia’s hitherto 
lackluster growth rate comes out close to the top for the next few years amid the 
slipped tigers; the two decades-long growth gap between the PRC and India is nar- 
rowed in just two years; and poverty nearly eliminated in Indonesia, though rapid 
growth is alarmingly back. However, if the Asian financial crisis and the associated 
turmoils can serve to strengthen social sectors and civil liberties, then future growth 
may turn out more balanced than in the past. 

The third factor in prognosis is public policy supportive not only of employ- 
ment-friendly growth and women’s participation, but also of a gender-sensitive crisis 
response strategy, to actively moderate a downturn’s social costs and temper the set- 
backs to gender-related trends. The differences between Asia’s subregions in the 
most urgent policy tasks now derive from what they have respectively paid poor 
attention to. : | 

In India, as the demand for girls’ schooling grows despite moderate economic 
growth, its supply will have to improve with policies that can really tackle the known 
barriers to utilization, and the inefficiency of school system administration by firmly 
inserting the shockingly missing element of accountability. In the PRC, where the 
market reform of industries has in its initial phase shown ruthless retrenching of ma- 
ture female workers who are also the least likely to be retrained and rehired, the re- 
cent lull in restructuring should be used to review the process. In Central Asia, the 
prolonged economic downturn associated with the transition and the disadvantages 
women face in the new market systems have reversed many of the small gains in eq- 
uity and welfare women had been able to achieve under Soviet rule (Klasen 1993b, 


"P Urbanization, ceteris paribus, reduces the female-male gaps in education, health care, and employment. 
ILO's projection of the economically active population in 2000 shows some countries, particularly India, 
expecting to have a continued decline in female labor force participation rate. This is based on assessments prior to 
India's recent economic liberalization, the continuation of which is likely to generate somewhat more favorable 
employment prospects for young women in India than what is reflected in this projection (see discussion below). 
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UNDP 1995). A focus on protecting equal access to schooling and employment for 
females will be the most important policy issue. In Southeast Asia, where a financial 
crisis turned into recession has brought extensive unemployment largely to women 
(including women from other Asian countries) and migrants, questions of social 
safety nets in general and the gendering of the costs of adjustment in particular are in 
the forefront now and will have to get more policy attention than previously. The 
specter of children having to leave school to help families cope with the drop in real 
earnings, food-price inflation, and workload increase from work-hunting and 
scrounging, is forcing attention on the kind of issues hitherto associated more with 
India. 

In sum, while most of the long-term trends in demography, education, and em- 
ployment opportunities, if sustained by supportive policies, are likely to reduce gen- 
der inequities, the short-term to medium-term outlook appears grim. Women in South 
Asia, the Pacific, and the PRC face excess mortality; the gender bias in mortality 
could well persist for decades until major economic changes have altered the incen- 
tive structure causing it. Working women in countries undergoing recession, re- 
structuring, and transition face earnings loss, increased workloads, and educational 
setback, having to bear most of the adjustment costs. The resumption of high growth 
is not a foregone conclusion either, nor is an active pursuit of gender equity in the 
distribution of opportunities and adjustment costs. 

The critical policy issue in South Asia is to counteract the incentive structure 
generating the current disadvantages. In education, given the benefits of girls’ 
schooling in terms of lower fertility and child mortality, there is a strong efficiency 
case to be made (Schultz 1993, Hill and King 1993, Klasen 1998), in addition to the 
equity case, for public policy measures to promote girls' schooling with gender- 
based subsidization (as in Bangladesh), among other things. The importance of fe- 
male education is a critical message for countries that now are facing hard choices 
about budgetary priorities in the face of depressed economic conditions. In access to 
health care and nutrition, however, policies of free primary care and nutrition support 
(as in Sri Lanka and Kerala) seems preferable to gender-based subsidies. 


NA point sometimes raised in connection with sex bias in mortality is that it cannot go on for long given the 
marriage market constraint of men wanting to find a wife. A portion of a female cohort being allowed to die of neglect 
would surely put women in a position of advantage in the marriage market and start reversing the socio-economic- 
cultural basis for discrimination. This argument, though plausible at face value, may not hold in many countries. 
Where the rate of population growth is high, an easy “solution” to the contradiction is for men to marry younger 
women where the cohorts are larger despite the neglect. Simulations for Pakistan, for example, show that the current 
elimination of about 1-2 percent of the female cohort is “solved” by males marrying females about 5 years younger. 
At the same time, in a country like the PRC where now more than 5 percent of a female cohort are eliminated through 
selective abortions and neglect, and the younger cohorts are of a smaller size due to falling population growth rate, 
one would expect, starting around the year 2000, considerable problems in men finding wives, which may reverse the 
gender bias in mortality. 
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With employment growth, combined with targeted training and credit schemes 
and a minimum of child care infrastructure, the existing biases are likely to be coun- 
teracted. Securing women’s property rights remains an unfinished task in many 
Asian cases with strongly patrilineal institutions. In addition, legal changes to stop 
female destitution from divorce and desertion would have positive effects, through 
better bargaining power, on their daughters’ well-being. Finally, punitive population 
policies that unwittingly introduce incentives to discriminate against girls must be 
rejected although this alone may not be enough.” 

With continued economic growth and appropriate government policies, further 
reductions in the existing inequities are possible. At the same time, new challenges 
will appear, one of which involves the elderly in Asia. Diminishing population 
growth rates and rising life expectancies will dramatically raise over the coming 
decades the number and the percentage of the elderly. By the year 2030, those above 
65 will have more than quadrupled, their share in total population more than doubled. 
East and Southeast, as well as Central Asia will have higher shares of the elderly 
than other developing regions (Table 8). The female share of Asia’s aging population 
will not be as large as elsewhere because of the cumulative effects of excess female 
mortality in some parts, but the number will still be larger than that of males. 


Table 8: Percentage of the Elderly (above 65) in Total Population 


1990 2010 2030 
Males Females Males Females Males Females 
East and Southeast Asia 4.8 5.8 6.5 75 11.8 13.8 
South Asia 4.1 4.3 4.8 5.9 7.7 8.6 . 
Central Asia 4.1 7.0 4.9 7.9 8.5 12.9 
Total Asia 4.5 54 5.8 6.6 9.8 11.4 
Non-Asian Developing Countries 3.3 3.9 2 4.6 5.7 7.0 
Developed Countries 9.4 14.7 12.6 17.7 18.7 24.4 


Note: The numbers refer to the share of females (males) above 65 in the total population of females (males). 
Source: Bos et ai. (1994). 


Elderly female vulnerability to risks of poverty and destitution tends to be 
higher in Asia for several reasons. The likelihood of being widowed is greater be- 
cause of the age difference. Second, access to formal old-age security systems is 
relatively poor, property rights insecure, and earnings lower. Third, the traditional 


56, , ET ; ‘ ; j 
That alone may not entirely eliminate sex-selective abortion, which seems to persist (though at a lower 
level) in countries without the PRC's strict birth-control legislation, countries including Korea and India. 
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old-age security based on family ties and kinship weakened through smaller families 
and more mobile labor. Thus, poverty of the female aged can possibly become in 
many parts of Asia a major threat to women’s well-being. Reshaping old-age social 
security systems (especially for widows) will need priority to avoid this (World Bank 
1994). 

Yet another challenge in the coming decades will arise from the divergent paces 
of growth in the prime working-age populations (Table 9). The pace will be greater 
in countries where fertility decline has been slower, and higher still in the female 
case (with reproductive labor falling and urbanization and education rising). The task 
of productively absorbing a rapidly rising body of female-weighted job-seekers will 
be bigger where fertility decline has started recently, compared to where it started 
earlier and where the labor force growth turned its peak. . 

Countries with delayed fertility transitions have also fared worse in achieving 
universal schooling, and will face a far bigger task in terms of closing the gender gap 
in it. Generating opportunities to upgrade skills and employment for a faster growing 
younger female labor force is a challenge of unprecedented scale, and an engine of 
growth too, if met well. The political-economic setups in some of the countries do 
not seem at all prepared to tackle this formidable task. The situation in South Asia 
makes one despair of the still large gender gaps in schooling in spite of the promises 
continued growth and globalization might offer. 


Table 9: Projections of Working-age (15-64) Population by Gender (as % of Population) 


1990 2010 2030 
Male Female Male Female Male Female 
Bangladesh 53.9 54.0 65.9 65.4 69.2 68.8 
India 59.7 59.3 65.8 64.7 68.0 67.2 
Pakistan 53.4 52.5 60.3 59.2 67.0 66.6 
Sri Lanka 61.8 62.8 68.6 68.5 66.3 64.2 
PRC 67.8 69.0 - . 71.0 70.9 66.3 65.5 
Korea, Rep. of 69.8 68.9 71.6 69.1 66.0 61.8 
Indonesia 58.9 60.4 67.6 67.6 68.4 67.4 
Philippines 57.0 57.3 62.9 62.7 68.3 67.5 
Thailand 63.0 63.2 69.0 68.6 68.0 67.0 
Malaysia 57.8 58.5 67.0 66.9 67.6 66.0 


Source: Bos et al. (1994), 


Also, the dynamics of Asia’s staggered, divergent paces of labor force growth 
is bound to produce acceleration of Asia’s intercountry labor flows (male and 
female). It will heighten the urgency for positive policy attention to the migrant work 
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force, not only on grounds of contract migrants’ rights and well-being, but also for 
reasons of efficient and nonexploitative utilization of Asia’s labor resource toward 
Asia’s greater growth with equity. The current policy concern with developing safety 
nets and social sectors for proper crisis response must not leave out of its scope the 
communities of intercountry migrant workers, largely female, who in the recent crisis 
have been shown to be the most vulnerable both economically and socially. 

On the positive side, there are a couple of interrelated developments. First, par- 
ticularly in South Asia, there is the growing extent of grassroots participation in so- 
cial organization and bargaining. Second, decentralized mobilization of the female 
poor into self-help groups (including credit groups) have made them increasingly 
able to work with formal and quasi-formal institutions, addressing some of the 
toughest microlevel problems in improving women’s employment situation. The 
scope for productive interactivity between government agencies, NGOs, community 
organizations, development think-tanks, and concerned corporations has been ex- 
panding, though achievements are not yet many. It also seems possible that in East 
and Southeast Asia, the process of weathering market shocks and recession that have 
disrupted decades of high growth may bear some positive things in the long run. 
Chief among them are these: tempering of the environmental costs of rapid growth, 
monitoring and moderating financial volatility with globalization, and the building of 
safety nets. This interlude may also help the demands for political democracy and 
mobilization for Asia’s social sector development. 


Conclusion 


The linkages among gender-based indicators of welfare, capability, economic 
contribution, and equity reflect the central importance of female education for eco- 
nomic growth, mortality and fertility reduction, and gender equity. The criticality of 
female education is a message that has been relevant for South Asia for some time, 
and will be important for the East and Southeast Asian countries in recession and 
facing budgetary squeeze. The linkages also show that while economic growth tends 
to support gender equity and female well-being, public policy can make a critical dif- 
ference. The excess female mortality can be modified directly through health and 
nutrition interventions (as in Sri Lanka, pre-transition China, Kerala), and indirectly 
through female schooling and employment. 

. Policies aiming to improve women’s employment opportunities, in quantity as 
well as quality, should address the sources of labor-market rigidities and credit- 
market barriers, along with the paucity of growth infrastructure and basic utilities that 
aggravate low-income women’s workloads both within and outside the labor market. 
For the hard core of Asia’s female deprivation in schooling, a serious factor is the 
daughter’s excessive work deriving from the mother’s. The intergenerationally 
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reproduced education disadvantage calls for measures in credit and labor markets to 
upgrade work and wages on own or family account. Gender disparity in earnings 
arise largely from women’s concentration in irregular, insecure, and low productivity 
work, and not just from being paid less for the same job in many cases. 

With education increasingly at a premium, its unequal distribution is going to 
be an even weightier source of income inequities. With information technology 
expanding the markets for skilled labor, education is a key asset especially where 
land and financial capital are limited and unequally distributed. With skilled man- 
power increasingly the source of growth, skewed distribution of schooling and 
knowledge-based skills will make gaps wider. The countries that have already 
achieved mass education have one of the basics for sustainably combining growth 
and equity (general and gender-related). In South Asia, on the other hand, even if 
growth occurs with the large absolute size of educated manpower, gender inequities 
in earnings, and hence in intrahousehold voice and allocations, can persist for a long 
time. 

Aside from girls’ school enrollment and retention, it remains critical to provide 
juvenile females who have missed schooling the tools for better employment. Train- 
ing programs for semiliterate youths and young adults are likely to be conducive to 
gender equity, once girls gain access. And access is impeded not only by intrahouse- 
hold allocation biases, but also by extrahousehold problems that compound their 
effects, e.g., by constraints of credit and infrastructure and by inefficiencies or out- 
right failures in the actual delivery of children’s schooling services. 

While female labor supply outside the home is often constrained by reproduc- 
tive labor and needs for nonmarket goods, the scope for home-based self- 
employment is hampered by a lack of credit due to worse asset poverty. Some of the 
recent microfinance projects show positive effects at the individual, household, and 
community levels. Utilizing community resources for peer monitoring, they offer 
credit on group collateral, organize enterprise support services, and some also pro- 
vide affordable insurance to self-employed women. 

Thus, women in Asia now find themselves at a crossroad. While some of the 
long-term trends are likely to continue working in their favor, this will be achieved 
only if certain supportive policies are adopted to get the intended results, and if the 
short-term impediments produced by financial crises, recessions, and transitions are 
overcome soon. The good news.is that there is much greater understanding and ap- 
preciation of women’s role as agents in the development process, and of the impact 
of development on gender well-being and equity. The critical issue now is how to 
turn this better understanding into better policy to enhance gender-related well-being 
and equality, and, through this, the overall development record. . 


—- a 
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Abstract. This paper applies the common agency framework and the theory of 
nonprofit organization to the functioning of international financial institutions (IFIs) 
such as the IMF, IBRD, and ADB. Webs of intricate monitoring networks exist among 
member countries of an institution, its secretariat, and countries that receive 
financial support in exchange for conditionality. The paper will show, under the 
assumption of risk averse institutions and risk neutral members, that (i) the power of 
monitoring will be normally weakened if the IFI has an independent objective distinct 
from that of members; (ii) two or more IFIs will help the members unless external 
diseconomies exist among them; (iii) the free-rider problem of public goods can be 
resolved by conditionality but under a strict condition of perfect appropriability of 
surplus by principals, and (iv) if the IFI is situated between two risk neutral members 
like donor countries and recipient countries of IFI support, then the weakening of the 
power of monitoring disappears. 





"Agcr m ESOS D RI ke ME ee N oc ie i GE] 


“Hi, Momotaro! Momotaro! Why don’t you give me the rice cake hanging on 
your hip?” “Yes, dear dog! I will, I will, provided that you follow me on my adven- 
ture to conquer the Devil.” (From Japan’s ancient children’s folklore, “Momotaro 
[The Peach Boy’) 


Introduction 


he recent financial crisis has highlighted the importance of international fi- 
nancial institutions like the International Monetary Fund (IMF), Interna- 
tional Bank of Reconstruction and Development (IBRD or the World 
Bank), and Asian Development Bank (ADB). Those institutions actively 
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intervened during the financtal crisis, and their effectiveness is now under public 
scrutiny. 

Member countries attempt to steer these international financial institutions 
(IFIs) for their benefit, and IFIs extend financial and technical help to troubled coun- 
tries on the condition that these countries change their policies in favor of the IFIs. 
A. country receiving IFI assistance attempts to receive as much money as possible 
while trying to evade IFI conditionalities that may jeopardize the political base of the 
incumbent government. 

In short, there exist webs of intricate networks of monitoring and motivation 
processes surrounding international financial institutions. Take the IMF, for example. 
Member countries try to achieve the best situation for them through the staff mem- 
bers of the IMF, and the IMF tries to guide recipient countries to a situation that it 
views as desirable. Recipient countries strive to obtain as many loans from the IMF 
without conceding too much to IMF conditionalities. Moreover, within an interna- 
tional financial institution, problems of internal control exist as in any bureaucratic 
institution. There is a process by which, say, the intention of the IMF Secretariat's 
- top echelon, which is under the influence of the Board of Directors, is transmitted to 
its staff members. These are the same staff members who will actually negotiate with 
recipient countries. 

Following is an impression of an outcome of that "influenced" process 
(Hamada, 1998, 8-0). 


In the summer of 1997, I was visiting a small village near Lilongwe, the capital 
of Malawi. I was one of the evaluators of the IMF's Enhanced Structural Adjust- 
ment Facility (ESAF), a concessional loan program to low-income countries, and 
traveling in several sub-Saharan countries. The village emerged with the sounds 
of villagers’ moving chorus in the air and the people themselves appearing 
against the vast horizon painted on the backdrop of a beautiful sunset. Women of 
the village with their barefooted children surrounded a big round heap of manure. 
They complained, “We need to use manure for producing maize because subsi- 
dies for fertilizer were stopped thanks to IMF policy." The IMF stabilization pol- 
icy often recommends the removal of subsidies on the grounds that subsidies 
distort prices and worsen the budget deficit. Such a policy in Malawi affected the 
life of villagers in the absence of necessary transition policies. A half-year later, 
on the occasion of presenting our paper to the IMF, I recollected what a great 
chasm exists between the oval table in the Executive Assembly Room there and 
the oval-shaped heap of manure in Malawi. 


There are only a limited number of descriptive studies on the incentive structure 
within and around IFIs (Harper 1998, Ohno and Ohno 1993, Shihata 1994). And 
except for studies on conditionality (e.g., Spraos 1986, Williamson 1983) that deal 
primarily with the monitoring relationship between the IMF and recipient countries, 
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there are hardly any studies on the incentive mechanisms inside and surrounding in- 
ternational monetary institutions. 

In economics in general, remarkable progress has been made in the analysis of 
nonprofit organizations (NPO) and government bureaucracy, and monitoring public 
agencies. The development in this field has been motivated by the economics of 
incomplete information, and that of principal-agent relations. Studies on NPOs made 
by, among others, Hansmann (1980, 1996) and Rose-Ackerman (1986). Dixit (1996); 
Dixit, Grossman, and Helpman (1997); and Holmstrom and Milgrom (1987) applied 
the common agency apparatus to the incentive mechanism of government. 

Bagwel and Staiger (1997) and Dixit (1996) have studied the incentive mecha- 
nism of international institutions like the World Trade Organization (WTO), which 
coordinates trade policies. Very few studies, however, explore the incentive mecha- 
nism of international monetary or financial institutions such as the IMF, IBRD, and 
ADB. Unlike the WTO where most outcomes are results of members’ behavior and 
prevailing rules, these monetary institutions have more freedom to plan and imple- 
ment projects. The secretariats of these institutions have more chances to make 
policy mistakes. 

This paper will show that a modified Dixit approach can clarify some of the 
policy issues concerning the role of international financial institutions, which has 
been debated intensely. The paper hopes to serve as a stepping stone to a systematic 
study of the incentive mechanisms surrounding international financial organizations. 


Incentive and Monitoring Networks Surrounding 
International Financial Institutions 


Let us sketch the web of monitoring networks by examining the most distin- 
guished international financial institution, the IMF, and its concessional loan pro- 
gram, the Enhanced Structural Adjustment Facility (ESAF). The web mainly consists 
of the network between member countries (the Executive Board) and the IMF Sec- 
retariat, the network among various members of the IMF Secretariat, the network 
between the IMF mission group to governments receiving concessional loans, and 
the relationship between these webs and outside donors who decide to make contri- 
butions depending on the IMF’s decision. As can be seen, there are multiple layers of 
communication and monitoring around and within the IMF. 

To begin with, the Board of Executive Directors is designated to monitor the 
Secretariat. As Executive Directors, major countries, guided by their individual 
national interest, attempt to influence the decision of the IMF through the Board of 
Directors’ Meeting and other informal channels of influence. When this influence is 
felt and processed at the top levels of the IMF staff, it is conveyed from senior 
members to the staff members who engage in actual country operations. The bureau- 
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cratic aspect of these communication and monitoring processes within the IMF is 
worthy of attention. 

Then comes the transmission of IMF policies to recipient countries. The IMF is 
often regarded as a top-down or water-tight hierarchical organization. The guideline 
of policy agreement, the Policy Framework Paper (PFP) is often almost completely 
drafted in Washington, only to be filled in with actual numbers at the recipient coun- 
try. Like a caravan whirling sand, the IMF mission stays just for a few weeks, col- 
lects (sometimes makes) data, negotiates the program, and fills in the PFP. Sympathy 
should be given, of course, to those mission members who have to work out pro- 
grams, torn between Washington’s plan and the appeals of the recipient government, 
within such a short time frame. 

The mission group is given a guideline based on the Washington Consensus—a 
policy prescription with free market and monetary discipline. The generation in the 
Fund that is influential now was educated at the peak of the orthodox price theory 
and the monetary approach to the balance of payments. Though those theories are 
still sound in many cases, they should be supplemented by recent theoretical devel- 
opments such as explicit account of intertemporal choice, and economics of incom- 
plete information that can deal with reputation, commitment, and default. New 
developments are studied in the Research Department of the Fund but do not seem to 
be sufficiently utilized in field operations. 

' Therefore, a uniform menu following the Washington Consensus is applied to 
many countries. Ás observed in the Asian financial crises, regardless of macro- 
economic conditions like budget deficits or balance of payments deficits, similar 
austere prescriptions were applied. Thus, the adjustment process is often ignored. 
The manure scene in África may depict a symptom of the disregard for the adjust- 
ment process. 

Recipient countries also have their own problems. Their objectives are to obtain 
as many loan funds as possible without really committing to policies that jeopardize 
their political support. On the other hand, mission members attempt to get as much 
policy commitment as possible for the given level of loans. 

This process by which the IMF monitors recipient national economies would 
appeal to economists. The negotiation between the IMF and recipient countries can 
be seen as a game of incomplete information. Borrowers report on their current eco- 
nomic situations, and deliver or promise policy changes. Lenders find it difficult to 
see what parts of the promises are true. The network of monitoring extends beyond 
the narrow jurisdiction of the IMF. How does the network around the IMF interact 
with that around the World Bank? Recent developments in the study of principal- 
agent relationship under incomplete information can be extremely useful to under- 
standing the above web of networks. 
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General Nature of Incentive Mechanisms 


Let us start with the general characteristics of incentive mechanisms working in 
the global network surrounding IFIs. 

First, IFIs are usually not profit making organizations (PMOs) but nonprofit or- 
ganizations. No shareholders hold a stake in these institutions or have rights to share 
the pecuniary profits that could be generated by the operations of these institutions. 
studies of NPOs, for example, by. Hansmann (1980, 1996); James/Rose-Ackerman 
(1986); and Rose-Ackerman (1986) will be helpful in this discussion. 

There is a subtle difference between institutions that are funded by contribu- 
tions of members, for example, the IMF, and institutions called “banks” like the 
World Bank, ADB, and Inter-American Development Bank. The former type of in- 
stitution manages its operations by its capital and reserves. The latter type of institu- 
tion engages in “banking” activities, borrowing from the financial market, say, by 
floating bonds, and attempting to make profitable loans. They are to operate so as not 
to incur losses, however, there is nobody to enjoy the profits and accordingly those 
"banks" remain NPOs. Whether differences exist between these banks and other 
funded institutions remains an interesting issue. 

Second, IFIs are generally not privately owned. Therefore, the NPO theory ap- 
plies only to the extent that it does not assume private ownership. 

The following questions can be asked regarding IFIs in addition to questions 
along the lines of the NPO theory. First, why should not the IMF or the World Bank 
operate as a PMO? One answer would be because asymmetry of information exists 
between the members and the IMF secretariat, or between the IMF secretariat and 
recipient countries (Hansmann 1980, 1996). Another answer often given is that the 
IMF provides goods and services more likely to be called public goods than private 
goods. Later in the paper it will be shown that if some of the services of an IFI 
(agent) have the nature of a public good, monitoring by IFI members is more effec- 
tive if the agent is not profit-seeking. 

Third, since an IFI shares many characteristics with governments, the aspect of 
bureaucracy cannot be neglected. As Niskanen (1971) argues, do an international fi- 
nancial institution and its branches try to maximize their controllable budget? 

International financial institutions are monitored by an aggregate body of na- 
tional governments. Their expenses are totally, or partly, financed by tax revenues of 
member countries. In that sense, the theory of bureaucracy of a domestic government 
can apply to them. The theory of public goods is relevant here, except that some of 
the services of international financial institutions also have the nature of private 
goods. The following example will clarify the phenomenon of the coexistence of the 
nature of public goods and private goods. In an IMF operation, world public goods 
rescue a financially ailing country, e.g., Indonesia, restoring financial stability in the 
world market. At the same time, what were otherwise bad debts of Indonesia owed to 


Incentive Mechanisms Surrounding International Financial Institutions 131 


Americans or Japanese banks may be repaid, and the Americans or Japanese would 
gain. Thus national interest is served by the operation of the IMF. This aspect is con- 
sidered to be the provision of private goods by the IFI. Naturally, the question arises 
as to how an IFI can supply a proper mix of private and public goods (services). 

Finally, IFIs are monitored by several different governments. Accordingly, the 
theory of common agency is relevant to this phenomenon. That is, how can multiple 
principals with diverse interests successfully steer the decision of their agent, an IFI? 
The rest of this paper will be concerned with this problem, not because these issues 
are the only and the most important issues surrounding IFIs, but because this is an 
effective entry point to this potentially very complex field of research. 


Theory of Common Agency and International Financial Institutions 


It would exceed the space limitation bere to examine all the ramifications of the 
monitoring network surrounding international financial institutions from the 
general theory of information, incentives, and principal-agent relationships. Thus, 
this paper will ask several specific policy-oriented questions on the monitoring net- 
work around IFIs using the common-agency framework. It will be argued below that, 
with possible modifications of some assumptions, Dixit's (1996) framework is very 
useful in analyzing policy-related questions concerning IFIs. Technical discussions 
are found in the Appendix. 

In our context, the common agency situation can be described as follows. There 
are international agencies such as the IMF, IBRD, and ADB, and other IFIs. There 
are many member country principals which monitor the IFI as an agent. The IFI 
engages in various activities such as establishing monetary stability in the world, res- 
cuing troubled countries from financial crises, giving loans to poor countries, giving 
debt relief to highly indebted countries, and extending long-term loans for economic 
development. Some of these activities are considered ta produce a public good serv- 
ice like monetary stability in the world, but most of them produce a mixture of public 
good services and private good services. Rescuing a financially troubled country, for 
example, provides primarily private goods to the country and its creditors, but may at 
the same time, provide a public good by restoring world financial health. 

Each member country is affected differently by these activities of the IFT. 
Member countries, as principals, aim to monitor jointly the behavior of the IFI sec- 
retariat by giving incentives, that is, carrots and sticks, based on the performance of 
the IFI. 

A tilt in the theoretical model is the assumption that principal countries cannot 
directly observe the effort level of the agent, but only the performance of the IFT's 
activities. Take the IMF as an example. According to this assumption, member 
countries are unable to see exactly in what way the mission members have instructed 
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a recipient country of a concessional loan, but they are able to see what kind of eco- 
nomic performance the recipient country achieves. 

In the usual common agency model, one asks what is the Pareto optimal con- 
tract between the principals and the agent. Dixit, like many other theoreticians, fixes 
the reservation utility level of the agent as constant, and analyzes the procedure that 
would make the principals most satisfied. In the subsections below, the validity of 
this assumption to international financial institutions and the possible consequences 
of relaxing the assumption will be discussed. 

To illustrate let us consider an IFI with three missions: price stability in the 
world, rescue of country I, and rescue of country II. Let us call them x; , x2, and x3. 
Member countries A and B offer a price tag to each activity as incentives. For in- 
stance, country A values price stability as 2, the rescue of country I as 3, and the res- 
cue of country II as zero; while country B values price stability as 1, the rescue of 
country I as 0, and the rescue of country II as 4. The IFI receives an incentive equal 
to the sum of these valuations, that is, the IFI obtains incentive 3 for price stability, 
3 for the rescue of country I, and 4 for the rescue of country II. It is known that the 
optimal solution is likely to be obtained when the incentive tag equals the benefit 
each member country receives from a unit of the service (Dixit 1996). 

Following conventional assumptions that the agent is risk averse and that prin- 
cipals are risk neutral, it is shown, among other things, that even noncooperative be- 
havior, or the Nash equilibrium behavior, among member countries will achieve the 
Pareto efficient outcome under certainty (Bernheim and Whinston 1986 a,b; Dixit 
1996; Grossman and Helpman1994). This result in the absence of risk is strong, and 
is in strong contrast to the free rider property of supply of public goods. It is impor- 
tant to notice that the strategy 1s not the specific payment a member makes but a 
schedule of payment depending on the outcome. The Nash equilibrium achieves the 
Pareto optimal outcome because under the assumption of the agent's constant reser- 
vation utility, each member can appropriate all the benefit accrued to any change in 
the agent's behavior, and because the Nash equilibrium is defined as an equilibrium 
state where no principal has the opportunity to gain by changing its strategy. Dixit et 
al. (1997) showed, however, that under uncertainty, the monitoring power of princi- 
pals is weakened by the existence of risk aversion in the agent. Moreover, this ten- 
dency is magnified as the number of principals increases. 

The following four sets of questions are raised and answered from the analyti- 
cal point of view with discussions on their economic as well as policy implications. 
(For analytical derivations, please refer to the Appendix.) 


— 
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(i) What happens if the IFI has an independent objective distinct from the 
objective of principals? 


Analytical Results 


In this case, if the IFI is risk averse, the power of monitoring by members under 
the Nash equilibrium will be weakened. That is, the price tag each country puts on 
each activity of the agent IFI tends to be smaller than the benefit of that activity to the 
country. (The equality of the price tag and the actual benefit generally implies 
efficient monitoring in this setting.) In the special case when the IFI is risk neutral, 
the power of monitoring is not weakened, provided that the IFI counts the gain in its 
own objective as a part of its reservation. The output of service that the IFI independ- 
ently values positively will increase. If the increase in its satisfaction is not counted 
as a part of the IFI’s reservation utility because it is nonpecuniary or difficult to as- 
sess exactly, then the incentive a member country attributes to a particular activity 
will be reduced substantially. If the IFI is risk averse, the power of monitoring is 
reduced even if the benefit accruing to the IFI is counted as a part of the reservation 
income. And if it is not counted as a part of the reservation income, the weakening of 
power will be acute. 


Economic Illustration 


Consider the following example. The IMF secretariat may have a certain ideal 
or objective independent of the objective possessed by member countries. Member 
countries may desire economic stability in the world, but the IMF secretariat may de- 
sire it even more, and, specifically, more than the aggregate preference given by the 
Board of Directors. Our analysis can be directly applied to the case, as follows. 

If the IMF secretariat is risk neutral and is eager to work with less remuneration 
when its own goal of stability is satisfied, then the incentive scheme remains the 
same as in the absence of the IMF's own goal. It matters little if the IMF secretariat 
feels more eager to work with a smaller amount of compensation as long as its ideal 
is satisfied. However, if the IMF does not count the gain in its reservation income, 
then the power of control by member countries will be reduced. 

It is often said that the IMF is too conservative (or too willing to provoke an 
economic contraction) in its macroeconomic policy advice to a recipient country. 
Suppose here, for the sake of argument, the claim is true. Letting a component of the 
IMF's services xo be the aggregate demand of a particular recipient country, it could 
happen that the IMF would put a negative weight on aggregate demand expansion as 
an independent objective. In this situation where the IMF's preference is too conser- 
vative, how does this affect the member's behavior? The analytical results indicate 
the following. If this achievement by the extra motive of the agent can be counted as 
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a part of the IMF's satisfaction as a component of reservation utility, then member 
countries as principals can achieve almost the same level of performance by giving 
exact signals of their national preference to the IMF. Even if the IMF has its own 
ideal and makes an effort to achieve it, member countries can take advantage of it as 
long as the IMF works harder when its own goal is satisfied. 

On the other hand, if the achievement of independent goals is not counted as a 
part of reservation utility either because it is nonpecuniary or because it is not as 
easily captured as other benefits, then members have to work harder to counter the 
agent's objectives. Agents have to take into account the institution's preference and 
subtract the institution's preference from the benefit that they obtain from a service in 
order to calculate the incentive to the service the country gives to the international 
institution. Member countries recover less overall rent from the institution because of 
the independent objectives of the international institution. If the IMF is too conserva- 
tive and restrains certain activities and services, then member countries have to in- 
crease the incentives for the demand-creating activity in order to counterbalance the 
IMF's own incentives. 


(11) Are member countries benefited by the existence of more than two kinds of 
IFIs? What happens if they have different objectives from each other? 


Analytical Results 


In the absence of externalities with respect to production and consumption of 
services between two IFIs, usually the existence of an additional IFI offers better 
benefits because the feasibility sets for the pertinent countries will expand. If there 
are strong externalities either in production or consumption, the coexistence of mul- 
tiple IFIs may not be desirable for member countries. 

If they have different incentives for the institution, member countries may 
choose the IFI that has a closer preference to their individual preferences. In the case 
where the satisfaction of the institution's own objective is. not counted as a part of 
reservation utility, this situation will very likely emerge. In that case, member coun- 
tries might feel frustrated and might as well attempt to build another institution. 


Economic Illustrations 


If the IMF and the World Bank have different objectives, what happens? As 
mentioned, the existence of two institutions can be beneficial because member coun- 
tries have more choices. In theory, if not in practice, a country could be an active 
member of the IMF but not be active in the World Bank, and vice versa. This is a 
kind of Tiebout equilibrium by voting with feet. However, when IFP s services are 
mutually interacting and have externalities, some difficulties will emerge. If they 


adm 
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produce the same public good, then one of the institutions could possibly be redun- 
dant with respect to that service. If they have externalities with respect to cost, the 
production of one element will congest the production of the other IFI, then this will 
also create a nonoptimality problem. In a certain case, institutions should be merged. 

This calls to mind the controversy on the Asian Monetary Fund that Japan 
proposed. The United States strongly opposed the establishment of an institution in 
Asia that supplements the IMF. If the characteristic of public goods of financial sta- 
bility is dominant, then one can justify the US position. On the other hand, if the 
major role of the IMF and the Asian Monetary Fund is to rescue crisis countries by 
financial support, and accordingly has more private good characteristics, then the co- 
existence of two institutions may be beneficial to the world. If Japan cannot represent 
its wishes in proportion to its financial contributions to the IMF and the IBRD, and 
the United States does not fully cooperate with the IMF with respect to payment of 
its subscription, Japan's intention to establish another fund can be substantiated.! 


(iii) In the presence of public goods, does the same story hold? 
Analytical Results 


The answer is affirmative. À remarkable feature of the common agency theory 
is that one can eliminate the free-rider problem (or more appropriately, "easy rider 
problem"). This is done by characterizing the principals’ actions as giving schedules 
of remuneration to the agent contingent on the action of the agent (Bernheim and 
Whinston 1986b, Dixit 1996). If the problem is formulated in such a way that mem- 
bers contribute to production of a public good, and the contribution is a strategy, it is 
easy to construct an example of the free-rider dilemma as a Nash equilibrium. How- 
ever, as it is here, if the problem is formulated in such a way that members present 
fee schedules contingent on the amount of services the agent produces, then the Nash 
equilibrium will be Pareto optimal. This holds because at the equilibrium, each 
member exhausts the possibility of appropriating the total increase in benefit directly 
attributable by the change in services resulting from its action. 

This equilibrium concept is tightly defined and yields fascinating results. At the 
same time, it does not sound too realistic. Also, in many international organizations, 


lin September 1997, Japan launched a plan for the Asia Fund in Hong Kong, China. According to the theory 
of monitoring developed in the text, it is natural for a government unsatisfied with present international institutions to - 
attempt to build a new one. Against Japan’s proposal, the US Treasury as well as high officials in the IMF expressed 
strong antagonism. Yet, economic logic should be separated from ideology and from defense of a privileged position 
if we examine the opposing opinions. If certain countries have dominant influence in an institution, or if they have 
biased motives to steer the institution, an outsider country has every reason to seek the cption to build another one 
(see Hamada 1998), 
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there are quotas that limit the amount of contributions to the institution and possibly 
the remuneration from the institution. 
In view of these considerations, let us study the following variations. 


(iiia) Suppose each principal can collect almost all, but slightly less than 100 per- 
cent of the gain due to her effort. If she can collect only the (1 - €) proportion of 
the agent’s total gain then the free-rider problem will become substantial if the 
number of principals is sufficiently large. 


The elegant standard result that common agency achieves the efficient outcome 
is based on the assumption that any principal can obtain all the fruits of her innova- 
tion. Here what is needed to erode the standard tight result of Pareto efficiency is that 
each principal can—or at least perceives it can—collect a large portion but not the 
entirety of the fruit it produces. 


(iib) If principal member ; can collect the quota proportion q; of the achievement 
of the agent, then the free-rider problem reappears much more acutely than in 
case (iiia). 


Economic Illustrations 


Conditionality is very powerful. In the usual Tinbergen-Mundell policy classifi- 
cation debate, policymakers usually give the public a certain amount of money or fis- 
cal expenditures. Then the public economic agents start working given the amount of 
stimulus in quantity. In the case of conditionality, one can create a more precise, 
binding, statement, i.e., “if you do this, we will give you that.” It is shown in the 
Appendix that in this case the public goods "free-rider" problem disappears by the 
institutional set-up of common agency. 

The free-rider problem vanishes if there is conditionality in this n-person, Nash 
equilibrium. However, in order to achieve this strong result, this strong assumption is 
required: every member must believe that he can reorganize the situation if there is 
some gain from his action, that is, extra gain could be obtained by reorganizing the 
conditional schedule. The equilibrium emerges at the point when no members' 
efforts yields additional gain. This is a logically tight, clear-cut, equilibrium concept. 

However, could a small developing country in the IMF or World Bank have the 
sense that it can signal the evaluation of an IFI's service? Would it consider that, if 
its signal is heard by the Board Meeting, it can appropriate all the gains due to the 
change? Also, with the quota system where each country has a certain quota, could 
even a large member believe that the results from its conditioning accrue totally to 
itself? Therefore, the formulation of common agency sounds quite unrealistic. The 
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loss of tightness or the existence of the quota, as we have seen, will revive the exter- 
nality problem, or free-rider problem, associated with the public good. 


Let us now introduce recipient countries of concessionary loans from an IFI 
into the picture before asking the fourth question. From now on, the IFI becomes a 
principal in the loan relationship. Thus, the monitoring relationship becomes two- 
tiered. At one tier, the IFI lends money to recipient countries whose efforts will pro- 
mote economic growth, though the efforts themselves are unobservable. Thus the IFI 
ties its lending to a country to the growth performance of that country. Each recipient 
country chooses its own optimal care level, and the IFI chooses the amount of lend- 
ing, contingent on the growth of the recipient country and the remuneration princi- 
ples of its member countries. In the second tier, member countries signal their reward 
schedule to the IFI contingent on the amount of lending or economic growth of re- 
cipient countries. The question is then: | 


(iv) What is the incentive outcome of the above two-tier system: including member 
countries, the IFI, and the recipient country? 


Analytical Results 


In this extended formulation, a risk averse agent (IFI) is situated between multi- 
ple risk neutral member countries (principals) and risk neutral recipient countries 
(ultimate agents). This two-tier system works surprisingly well, and the weakening of 
monitoring power by the existence of multiple principals disappears. 


Economic Illustrations 


Let us envision the IMF as an example of an international institution that gives 
incentives to developing countries through monitoring by its members. In this setup, 
loans to each country are monitored indirectly by member countries through the IMF. 
On both sides, the members and recipient countries are risk neutral. Only the IMF is 
assumed risk averse. Even in the presence of risk aversion by the IMF, it is found, 
curiously, that the magnification of weakening of monitoring power due to the 
number of principals in the presence of risk aversion (Dixit 1996) disappears in this 
two-tier system. The exact meaning of this result arising from intermediate agency 
relationships is still unsettled. Probably, the existence of risk-neutral agents on both 
of the extreme sides may work to absorb the risk into the two sides that function as 
insurance. Of course, in order to devise the optimal incentive scheme, one has to 
consider both the loss of tightness due to an inclusion of extra tiers—such as the 
loosening of the appropriation scheme as discussed above—and the moral hazard 
issue in addition to the straightforward formal analysis presented here. 
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Conclusion 


The traditional chant of Momotaro in Japan, cited at the beginning of this 
paper, explains the meaning of conditionality and its strength. Conditionality is a 
strong tool, strong enough to resolve the public goods dilemma. Assumptions for the 
common agency to work are tight in the mathematical sense. The results can, how- 
ever, be eroded easily by relaxing the 100% proprietorship assumption through a 
principal or by introducing quotas in an international organization. 

These discussions have been abstracted from many relevant factors. The paper 
has not discussed domestic factors in member countries, for example, the reluctance 
of US Congress to fund the IMF. Nor has it discussed the role of the weighted ma- 
jority voting in the Board of Directors Meeting nor the bureaucratic process of deci- 
sion making within international institutions, where the perception of the world 
economy by top officials is transmitted to the actual mission members for recipient 
countries. The paper also does not cover the impact of the domestic political structure 
of a developing country on the efficacy of IFI policies. 

Most interesting for future research would be an analysis of the process of n ne- 
gotiation between an international institution and a recipient country on aid from an 
IFI. The process is dynamic and recurrent, rendering itself to the analysis of repeated 
games. It involves commitment, persuasion, credibility, and betrayal, all of which are 
complex interactions. Both an agency and the country can conceal information in 
order to manipulate the other. 

Despite its oversimplified structure, it is hoped that this preliminary study of the 
common agency problem and the monitoring process of international financial 
institutions will be of some value for understanding the nature of information and 
incentive structure surrounding these institutions. Any sound reform of international 
financial institutions needs to be built on a proper understanding of incentive 
structures. 
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Appendix: 
A Sketch of Mathematical Proofs for Propositions in Section IV 


This model is basically developed by Dixit (1996) and Holmstrom and Milgrom 
(1987) and can be viewed as a variant of the common-agency model (e.g., Bernheim 
and Winston 1986 a, b). The main part of this Appendix discusses the relationship 
between member countries and an international financial institution (IFD. To the IFI, 
member countries (j=1,...) are principals that attempt to steer the IFI as their agent. 
Member countries are risk-neutral and behave mutually as noncooperative Nash 
players. The IFI as an agent is risk averse. 

These are the kinds of services the IFI generates. Following Dixit (1997), 


member country j is benefited by b] from the production of k’th service by the IFI. 
Define column vector b/ - (bl ii och E ) and b= eb! eb") which summarize 


the benefits, x=(x,x9.....%,) be the (column) vector of the production of services of 
the IFI. They are produced by the effort t= (tts...) , but the effort is subject to 


random variables n = (n;,n;....,n,,) , such that x=1+7. N has the mean of zero vector 
and the variance of Q. Execution of effort t incurs costs equivalent to (1/2) rct, 


where C is a positive definite matrix that describes the cost conditions. Principal j 
gives œ as encouragement of discouragement for each incremental increase in 
service x. Effort t is unobservable, so that remuneration schedules should be related 


, 


to the performance, x. Thus aJ = CO is is the vector of remuneration given 


by country j to achievement, x, of the IFI. a = (0,,05,...,0,, ) is the vector of the sum of 
remunerations that are offered to the IFI. In other words, each member nation offers a 
schedule of a7 x4 , where B/ is the transfer payments from the j’th country to the 
IFI. We define the vector of total transfer to the IFI as B- Y^ , 7 . (Notations are 
exactly the same as Dixit 1996 except that random variables are denoted n instead 


ofe.) 
Assuming constant absolute risk aversion, the IFI receives the net revenue, 


E. 
Y -ox-- Ct (1) 


and it maximizes the agent's certainty equivalence (ACE) of its revenue, i.e., 
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V= x Cr rofQa, (2) 


where Q is the variance of n. 
The optimizing behavior of the agent is expressed by 
t=la, where r=c™. (3) 


At the Nash equilibrium of this common agency problem, it is usually assumed 
that the agency is satisfied at the reservation utility level and that no opportunity is 
available at the equilibrium for any nation to improve its income by changing its 
strategy. These assumptions are most natural for the agency problem with a given 
reservation utility level of the agent. In reality, however, these assumptions can be 
debatable in the case of an international financial institution as discussed in the text. 

Under these assumptions, it is shown in Dixit (1996) that if there are n symmet- 
ric countries, the optimizing principals’ strategies at the Nash equilibrium will yield, 


a= [7 + nrCO]| |b (4) 
Since a. —b is the ideal situation, (4) means that the power of monitoring weak- 
ens if there is risk aversion r > 0 on the part of the agent and if the number of coun- 
tries n increases. Under this setup, we consider following four cases. 
(i) Independent Objectives 
Suppose there are independent objectives for the IFI, expressed by evaluation 
vector A. Then, instead of (2), the ACE becomes 
ae = Lb 
(a.-- A) x - -r'Ct - —ro/OQao. (5) 
Pi 2 
The optimizing behavior of the IFI will determine 


t=T(a+A). (6) 


Needless to say, the IFI tends to put more effort on the service to which it at- 
taches to a positive preference. If principals are united, they maximize 


„A 


E 
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(b-a) T2) (eX) (91) 2) oe) 
That yields the first order condition of 
T(b —o)- T(o.- A) T(a -3)- r0(o.- 3-0, 
which yields the best joint strategy under uncertainty o — (I -- nrc ! (p - rCQ). This 
shows that the power of monitoring will be weakened by the existence of A. 
A Let us examine the results of the Nash equilibrium by many principals. As in 


Dixit (1996), define A’ «7. ,o. ‘ such that A/ +a/ =a. Under the standard assump- 


tion that at the equilibrium all the marginal residual claims on ACE attributable to 
principal vanish, principal j will maximize with respect to a, the following sum of 


the gain in the IFI's ACE and the gain of its benefits given A’ 


bi -a ro +A! + A > (o: +A! + arlo? +A/ + a-zi tA. ajola + Al + a). (7) 


Therefore, the optimal value of a is given by 
To! =(T+rQ)a/ + rola’ + i, or 
b^ =(1+rCQ)a/ + reola’ + 4). (8) 


Summing these equations with respect to j and using 


Y A! z(n-1)a, 


je! 


we obtain 
b=(1+nrCQ)at+nrCQr , or 


a = [I nrco | ! (b - nreo) (9) 


A large number n of countries will create problems. If we compare (9) with (4), 
we see that the existence of independent objectives of the IFI weakens the power of 
monitoring. 

Under the situation that the IFI does not count the gain in its objective nor its 
variance as a part of reservation utility, say by its nonpecuniary nature or immeas- 
urability, (7) becomes 
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bi -a7 Jro + Al + Je? £A! + arloj + Al + a= (oi + Al + ajali +A! + i) (7*) 
and the optimization will yield 
zo 
b/ rU (I + rCQ)o 4 rCOA! . | (8*) 
By summing up, this leads to 
b -(I4 nrCO)a+ 5A ; 


Thus, even a small degree of independence on the past of the agent will deviate 
the Nash solution substantially away from the joint maximization solution if the 
number of principals is large. This deviation emerges in the absence of risk aversion 
as well. | | 


(ii) Multiple IFIs 


In the absence of externalities and of the public good nature of the services of 
the agent, two or more agents help principally in the environment of increasing costs. 
Consider a simple situation where there is only a single kind of service x{=r +n), but 
that service is provided by two agents who have independent identical cost function 


Zo. In other words, only a single principal gains the benefit of b; for unit of x of 


agent J, xz. The social benefit from operation t by agent I is br, - eth, Then it is 


easy to see that a, =b,/c is the optimal solution for each of the two agents, /=1,2. 

If there are externalities between the production of two agents, things differ. Let 
us neglect for the moment the risk aversion parameter r. Let the care level of the 
agent I be tj. Suppose the cost of producing the (single) service of x; (scalar) depends 
on production xy by agent II in such a way that the cost of producing service x; is 


: " Ld : 
zc + t,,)*, and the cost of producing service xy is ; cui +y} where O«p«l. 


Suppose both x; and x; bring benefit b per unit of service to the principals. Then, in- 
dependent agents will exert t; =t —b/c(1-- gu), while planned operation or the com- 
bined agent will exert effort; =t, =b/c(l+p)*. In this negative externality 
situation (u > 0), and under competition between agents, both individual agents exert 
too much effort. | | 


“eed 
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(iii) Effect of Public Goods 


Returning to the case of a single agency, the conditional nature of an agency 
contract is important. This is illustrated by the case where one of the services by the 
IFI is a public good. Suppose a single product x (scalar in this section) is the public 
good that country member j values as b;. 

Consider the following simple example. There are two countries j=1,2. Two 
countries contribute resources y; and y; to the agent for a ed sie like defense, 


but because of relative scarcity, the sacrifice has costs of 791 and 202. The in- 


ternational public good is provided as (y, y;). Both countries evaluate this public 
good by b(y, + y2). Each country chooses y; to maximize 


bi e3))-707 (10) 


which gives the solution 
y, =e bwith j=1,2. (11) 
However, this supply behavior is short of the symmetric Pareto optimal solution 
yj 72c lb. (12) 


Thus, the free (easy) rider problem inevitably appears. 

In the common agency framework, the free-rider problem disappears because of 
the exploitation of a contingent reward schedule. Each principal is trying to collect 
all the rent accruing to the institution as well as the benefit that arises. The Nash 
equilibrium is defined as the situation where nobody can take advantage of this 
option. 

As is explained in the text, this assumption, though theoretically elegant, seems 
to be somewhat unrealistic. We thus consider the two situations: 


(I) Suppose each principal is not perfectly sure that she can collect the in- 
stitutional rent, that is, the increase in benefits the agency has brought about.because 
of her action. Instead, suppose she can collect (1-€) (€ being a small number) of- the 
rent. Let us call this agency as €-relaxed. k 


Considering the standard case of the agency problem except for the assumption 
that € + Ô, since the IFI gains 
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o £A Jri +A/ Ho +A/ Jala! +A! (13) 


and principal j gains b -a7 Jri +A ) , principal j country will maximize 


bi -a rio AJ n zz t AJ jr- raya! t A7 ) (14) 


and the optimality condition becomes 
rbi — (1 e)Ta/ — eTA7 - (raya! A7 |-o (15) 
Equation (15) is complicated due to the term involving imperfection in collec- 


tion of rent. Let us ignore for the moment the effect of r risk aversion and assume 
r = 0. Then equation (15) for all j will constitute a set of simultaneous equations. 


1+€ € se E£ ol p 
p pemg [wl (16) 
E E .. 14E g” p^ 


which has the solution 


oO 1+(n-1)e £ ys. E pl 

2 qt Tu a $98 em 2 
a -——— -E oe 1) s € : (17) 
o" —£ -€ es 1+(n-1)e p 


If € is small, and the service is of private good nature such that this service is 
only relevant, for example, to country 1 and that b » 0,5; =b; =---=0, then the power 


of monitoring is not much weakened because 


i 14 (n-1)e 
1+ne 


p. 


: ‘However, if this service is of a public good nature and 5,,5y,...,b, are all posi- 
tive, then 


fo [ice nee UE wx x f (18) 


1l+n€ j=2 
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This implies that if the number of countries increases and the service of the IFI 
is of public good nature, the public good dilemma will return to this &-relaxed 
agency. 


(IL) In the IMF, the IBRD and so forth, the quota is determined in such a 
way that most of the obligations are paid in proportion to the quota. Therefore, con- 
sider the situation where member countries expect to receive only a portion of the 
rent. Instead of (13), principal j will maximize ` | 


(i — oxi} rf + 4-36 AJ oec +A) (13*) 


where 1>q;>0 and 224j7l- 


Again neglecting risk aversion putting r=0, one obtains from this quota formu- 
lation M 


4 


2-q 1-q = l-a Yol) for 
wady 2-02 = 142 o^ = b (19) 
I-g; Leg, 2-44 bg p" 


which yields, utilizing 55 14; 1, 


o^ tq -a c7 -4 b 

c^ Li|-« Ian -« jb (20) 
ni: : Migs a : 

o" 7 Qu 7 Qn Tu I+, b^" 


which shows the magnified free-rider problem. 


(iv) Two-tier Monitoring 


Finally, let us consider a two-tier monitoring problem. Member country j sig- 
nals by the remuneration schedule o/x--p/ to the IFI that it is risk averse. af and x 
are vectors of activities of union countries. Similarly, IFI signals recipient country k 
by fix, +2, . The recipient country is risk neutral and produces one kind of service x. 
Let x-(x1,X2....,x,4,). Recipient country k has a tool & to produce a service such that 
Xy—fi Tl. f; is not observable but x; is observable. n, is known to be distributed by 


146 Asian Development Review 


the distribution with mean zero and variance o2 . The cost of lj is associated with 


the case of tz. 


+ 


member recipient country 
country ~ P di 
fk 


member ———— —* IF] ————~ recipient country k 


country Ik 
P adi 
member 
country 
(I) At the recipient country level, country k maximizes the expected values 


E fela ny) Serf |= feel The maximum is attained by :,-yf,, where 


y=c |, and the expected maximized Ly le . 


(IT) At the IFI level, the risk averse institution maximizes with respect to f 
the ACE of the joint surplus of the IFI and the reciprocal country, assuming an iden- 
tical cost function for each k, the IFI maximizes 


’? r ] 
- f)i-Lror- 5 fT 
(a- f)t- r0: FTF 
-(a-f)rr-— rr'org-— rr; 
-(a-f)w-Yfa-lfi 
where œ equals (0,,..,0,,),t—(4,..5,),T' is the diagonal matrix with y as diagonal 
entries, and Q is the moment matrix of n. Therefore, the optimal f is determined by 
o-f-Ü?fQs0 
Or 


fer) lg, 
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which gives the maximum of at +rQy!, 


At the member’s level, member j maximizes given A’, the following sum of 
principal j's gain and the IFT's rent. 


Uy = eb! -otat th ZEO a!) 
considering 


E(xj=t=yf =I +y Q'a 
U; = yb -aj Xr«noy! foe! 4 A7 ip 4 A7 Jt vay! +A/ | 


The first derivative with respect to oj is equated to zero. 
(rr)! i» - a - (e: +A/ m (a +A! J- 0, 
Or 


(rere? -oj-o ! 


that 1S, b; =j . 


This is a somewhat puzzling result. Because of the entrance of nonrisk averse 
second agents at the last tier, the difficulty of multiple principal monitoring due to the 
risk aversion of the first agent disappears. This is probably because the IFI is able to 
shift the implicit cost for insurance to the recipient country. 
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Currency Crisis in Korea: 


How Was It Aggravated? 
Daekeun Park and Changyong Rhee 





Abstract. This paper documents the Korean crisis in 1997. First, we show that it was 
hard to predict the Korean crisis at least up till the first half of 1997. Our judgment is 
based on the precrisis behavior of the leading indicators of currency crisis, financial 
market data such as forward exchange premiums and yield spreads, and cross- 
country probit analysis a la Frankel and Rose (1996). Second, our chronological 
study demonstrates that the Korean government unnecessarily aggravated the 
situation by committing a series of policy mistakes in handling the crisis. The 
government may not be responsible for not preventing the crisis but it was surely 
responsible for exacerbating the situation after the crisis started. 





Introduction 


he currency crisis that erupted in Thailand in July 1997 developed into a 
financial collapse in Asia. By late 1997, contagion spread to Indonesia; 
Malaysia; Hong Kong, China; and Republic of Korea (henceforth Korea). In 
the two-month period from October to December, the Korean won depreci- 
ated by 53 percent against the US dollar while the stock of foreign exchange reserves 
went down from $22.3 billion to 3.8 billion, bringing the country to the brink of sov- 
ereign default. More than 17,000 companies went bankrupt including eight conglom- 
erates in 1997. No one had expected such a far-reaching currency crisis. | 
Since the crisis erupted, there have been many studies on its causes and 
impacts. Authors point out that the current crisis in Korea is quite different from that 
of traditional financial crises. Unlike Latin America's currency crisis and its own 
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experience in the 1980s, Korea’s current crisis had little to do with the mismanage- 
ment of monetary and fiscal policy or negative changes in the external environment. 
As pointed out by many including Bergsten (1997), Fischer (1998), Krugman 
(1998a, b); Lee and Lee (1998); McKinnon and Pill (1996); and Park and Rhee 
(1998), the currency crisis in Korea is only a symptom of a background structural 
problem: It is essentially a bank panic situation where the creditors happen to be for- 
eigners.! Excess debt financing, crony capitalism, and weak regulation of financial 
intermediaries are the oft-cited origins of the crisis. 

However, even if we acknowledge that the root of the Korean crisis lies in its 
structural weakness, there remains an important question: Why did it happen in De- 
cember 1997? Why not earlier or later? Background factors such as excess debt fi- 
nancing, crony capitalism, and government-controlled financial markets are not new. 
They have been around in Korea ever since it started to engineer "Asian Miracle", 
and were sometimes even praised as the secret to Korea's success. 

What so suddenly ignited the loss of foreign investor confidence in Korea in 
1997? To analyze this question, we first address the issue of whether or not the 
Korean currency crisis was predictable. Specifically, we review the precrisis behavior 
of the leading indicators of currency crises that have been used in previous empirical 
studies (Eichengreen, Rose, and Wyplosz 1996; Frankel and Rose 1996; Kaminsky, 
Lizondo, and Reinhart 1997; Sachs, Tornell, and Velasco 1997). Also, to see whether 
financial market participants had actually predicted the crisis, we examine the 
movement of the won-dollar forward exchange premium and the yield premium on 
Korea Development Bank's (KDB) 10-year global bonds. To supplement these eye- 
ball tests, we estimate and compare the probability of currency crisis in Korea, 
Mexico, and Southeast Asian countries using a cross-country probit model a la 
Frankel and Rose (1996). 

Probably the best way to understand what factors initiated the loss of foreign 
investor confidence in Korea is to analyze the evolution of the crisis from the 
perspective of foreign investors. In the third section, we chronologically review. for- 
eign media reports on Korea from January to December 1997. In particular we trace 
the timing and reasons for credit rating adjustment by international credit rating 
agencies such as Moody's and Standard & Poor's (S&P). By comparing them with 
domestic policy changes, we might be able to identify which factors affected foreign 
investor confidence the most. 

Our findings can be summarized as follows. From the precrisis behavior of 
crisis indicators, KDB bond spreads and forward exchange premiums, it was hard to 
predict Korea's crisis at least in the first half of 1997. It is true that from the begin- 


In this context, the nature of the Korean crisis is essentially a financial crisis rather than a currency crisis. 
The usual channels of currency speculation were operative but the currency crisis was only a part of a broader finan- 
cial crisis. However, like many others we do not rigorously distinguish the two terms in this paper. 
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ning of 1997 that foreign investor confidence in Korea was slowly eroding because 
of its unexpectedly long recessions, a large current account deficit, and growing 
short-term external debt. However, the magnitudes do not seem to be critical or his- 
torically unprecedented enough to justify the sudden loss of foreign investor confi- 
dence. Foreign investors were clearly distinguishing Korea’s private problem from its 
sovereign problem. The yield premium on KDB bonds, which was the benchmark 
sovereign risk in investing in Korea, did not increase much in the first half of 1997. 
Our probit estimation also supports this conclusion. The estimated probability of cri- 
sis in Korea turns out to be very low, between 8 to 19 percent depending on the 
model specification.’ 

. However, in the second half of 1997, foreign investors started to take a fresh 
look at Korea, with several factors contributing to this change. A string of large cor- 
porate defaults raised the probability that the Korean government would bail out 
troubled conglomerates and banks. In other words, the previous distinction between 
sovereign and private problems became less distinct. To make matters worse, the 
Southeast Asian crisis that erupted in Thailand in July and the stock market crash in 
Hong Kong, China in October significantly weakened foreign investor confidence in 
Korea. In addition to this contagion effect, however, our chronology study shows that 
the Korean government unnecessarily aggravated the situation by committing a series 
of policy mistakes in coping with the crisis. Among these, the crucial ones were its 
poor handling of foreign reserves and domestic bankruptcy problems before the crisis 
began in October, and its ineptness and inexperience in negotiating International 
Monetary Fund (IMF) programs after the crisis started. Detailed examples will be 
given in the third section. 

Based on our findings, we think that the government missed many opportunities 
to restore foreign investor confidence. But one cannot attribute the policy mistakes 
solely to the incompetence of the Korean government. As long as structural weak- 
ness was the major cause of the Korean crisis, macroeconomic responses without 
structural reforms could not have prevented the crisis anyway. In many instances, the 
government's attempt at structural reforms had been politically blocked by myopic 
struggles among politicians, businessmen, and labor unions. Nevertheless, what we 
want to emphasize in this paper is the policy mistakes of the government after the 
crisis began. While we may not be able to accuse policymakers at not preventing the 
crisis, poor policy responses (after the crisis began) actually aggravated the situation. 


However, as will be explained later, this finding does not imply that the Korean crisis was an exceptional 
case, unlike what was experienced by the other Southeast Asian countries. As low as it is, the estimated probability 
for Korea is not smaller compared with those for Mexico or Southeast Asian countries. 
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Symptoms of the Crisis 


In this section, we examine whether the Korean crisis was predictable, begin- 
ning with the general macroeconomic performance of Korea in the 1990s. 


Growth and Inflation 


Table 1 compares the macroeconomic performance of the Korean economy for 
three periods: the early 1980s when Korea experienced its first large-scale currency 
crisis, the late 1980s when it enjoyed strong growth, and the 1990s until the onset of 
the current crisis.’ As can be seen in the table, the Korean economy continued solid 
growth performance in the 1990s. Although not as high as the double-digit growth 
rate of the late 1980s, growth exceeded 8 percent in 1994 and 1995. Inflation has 
been under control. The annual inflation rate measured by the consumer price index 
(CPI) has stayed relatively low between 4-6 percent since 1992. Price stabilization 
and lower inflation expectations led to a gradual decline in nominal interest rates. 
The benchmark interest rate, the three-year corporate bond yield, declined from 16.2 
percent in 1992 to 11.9 percent in 1996. 


Table 1: Macroeconomic Indicators of Korea 
(percent, billion US dollars) 


1980-85 1986-91 1992 1993 1994 1995 1996 


Real GDP Growth 6.3 9.0 51 5.8 8.6 8.9 7.1 


CPI Inflation 10.9 6.1 6.3 4.8 6.2 4.5 4.9 
Corporate Bond Yield 19.0 15.1 16.2 12.6 12.9 13.8 11.9 
M2 Growth Rate 20.6 18.8 18.4 18.6 15.6 15.5 16.2 
Fiscal Balance/GDP . -2.5 -0.2 -0.7 0.3 0.5 0.4 0.3 
Current Account/GDP -3.8 3.0 -1.5 0.1 -1.2 -2.0 -4.9 
Foreign Reserves 7.1 12.2 17.1 20.3 25.7 32.7 332 


Sources: Bank of Korea Monthly Statistics (various issues), Ministry of Finance and Economic Financial and 
Monetary Statistics (various issues). 


The current IMF package was not the first pill that Korea had to swallow. Korea experienced a currency crisis 
in 1980 and received IMF stand-by credit assistance from 1980 to 1986. However, the nature of the 1980 crisis was 
quite different from the current one. The 1980 crisis was mainly caused by external factors such as the oil price in- 
crease and terms of trade deterioration. Needless to say, financial market fragility was a serious problem at that time 
also, but it was induced by the crisis instead of causing the crisis. When external factors started to improve from 
1982, the Korean economy quickly got back to the recovery path. In contrast, the root of Korea’s 1997 crisis is its 
structural problem in financial markets. Recovery will not be easy if structural problems remain unsolved. 
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Monetary and fiscal policies have been conservative as well. The annual M2 
growth rate, which used to be over 18 percent in the early 1990s, has recently come 
down to around 15 percent. The fiscal deficit was about 2.5 percent of GDP in the 
early 1980s, but turned into a surplus in 1993 and has been in surplus ever since. 
This implies that the Korean currency crisis is not the result of profligate fiscal and 
monetary policy. 

In fact, signs of disequilibrium can only be seen in the external sector. Current 
account deficits have been growing since 1994, amounting to 2.0 percent of GDP in 
1995 and 4.9 percent in 1996, Despite the current account deficits, a steady inflow of 
foreign capital boosted by financial market liberalization has kept the overall balance 
in surplus. As a result the official foreign reserves kept on accumulating.‘ 


Current Áccount and Exchange Rate 


The fact that current account deficits have grown sharply since 1995 led many 
to believe that the Korean economy was already on an unsustainable path. This ar- 
gument implies that the overvalued Korean won was at the root of its currency crisis. 
We believe that this view is not convincing. One cannot deny that increasing current 
account deficits were a background factor in undermining foreign investor confi- 
dence. But as can be seen in Table 2, the current account deficit and the degree of 
currency overvaluation were not large enough to provoke a crisis. 

First, there was good reason to believe that the current account deficit in 1996 
and 1997 was temporary and cyclical. The expanding current account deficit was 
mainly due to the drastic fall in the international prices of Korea's major export items 
such as semiconductors, steel, and petrochemical products. Korea's export price 
index and terms of trade fell by 13 percent in 1996 alone. Since the sharp drop of 
export prices was regarded as temporary, the current account was expected to im- 
prove soon. Saving and investment rates reinforced this interpretation. Between 1994 
and 1996, Korea's saving rates increased but investment rates increased even faster. 
As a result, the current account deficit worsened, yet it did not cause alarm. Thirty 
years of high growth performance had led Korean policymakers to believe that in- 
vestment is a virtue and that current account deficits due to an investment boom are 
not a serious problem. 

Second, Korea's current account deficit was not large compared to other 
crisis-hit countries. In Mexico and Thailand, current account deficits reached over 
5 percent of GDP for several years prior to their currency crises. On the other harid, 
Korea's current account deficit amounted to 4.9 percent of GDP in 1996 at its peak 
and by the second quarter of 1997 had even started to decline. In sum, denouncing 


4, oou On ; ; i 
, The distinction between the announced foreign reserves and the usable foreign reserves became a crucial 
issue in late 1997. The third section discusses this in detail. 
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Korea’s current account deficit as the main culprit of the crisis does not seem to be 
convincing. 


Table 2: Terms of Trade and Real Exchange Rates 


1991 1992 1993 1994 1995 1996  1997f 


Export Price Index 94.2 93.2 93.6 95.2 100.0 86.6 75.0 


Import Price Index 96.4 94.9 91.3 91.8 100.0 98.8 93.4 
Terms of Trade 97.7 98.2 102.5 103.7 100.0 87.7 80.3 
Saving Rate (percent) 36.1 35.0 35.3 36.3 37.3 37.4 36.4 
Investment Rate (percent) 38.9 36.2 35.1 34-9 33.0 38.8 33.3 
Real Exchange Rate 

vis-à-vis the Yen 90.9 91.6 100.0 104.3 94.7 87.9 92.6 
Real Exchange Rate 


vis-à-vis the US Dollar 98.4 100.5 100.0 95.0 91.3 98.3 101.3 


Note: The terms of trade is calculated by dividing the export price index by the import price index and multiplying 


the result by 100. Saving rate is defined as 1 — (households and government consumption /GDP} and invest- 
ment rate as gross capital formation / GDP. Real exchange rates are calculated as the multiples of nominal ex- 
change rate and the CPI of the foreign country divided by the CPI of Korea. It is normalized so that the real 
exchange rate in December 1993 is equal to 100. 1997f data are for the first half of 1997. 

Source: Bank of Korea Monthly Statistics (various issues). 


Many researchers believe that the Korean won was not significantly overvalued 
prior to the crisis either (Chinn 1998, Goldstein 1998, Lee 1997, and Montes 1998). 
The Korean won depreciated against the US dollar by 8.6 percent in 1996 and 
5.8 percent during the first quarter of 1997. As can be seen in Table 2, thanks to this 
nominal depreciation, the real exchange rate vis-a-vis the dollar was also signifi- 
cantly depreciated in 1996 and returned to the early 1990s level. However, it is quite 
a different story with the yen. The yen also depreciated against the dollar and the 
Japanese inflation rate was very low during this period. As a result, between 1993 
and 1996, the Korean won actually appreciated against the yen by 12.1 percent in 
real terms. In order to evaluate the degree of overall overvaluation of the won, 
Figure 1 shows the behavior of real effective exchange rate from January 1980 to 
March 1997.° For reference, it also shows the won-dollar nominal exchange rate. 
The figure shows that, although there may be some indication that the won was over- 


SThis index was calculated by Lee (1997) using consumer price indices and the trade volume of 19 trading 
partners of Korea. The index is normalized so that the average value between 1992 and 1993 is equal to 100. It was 
the most recent period in which Korea’s current account was largely at a balance. A decrease in the index indicates 
real appreciation of the won. Other methods of measuring real exchange rates have been tried and have produced 
similar results. 
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valued for most of the 1994-1996 period, the degree of real appreciation does not 
seem to be great. Moreover, by the end of the first quarter of 1997, the real exchange 
rate index returned to the 1993 level when Korea’s current account was largely at a 
balance. This is in contrast with the case of Thailand whose currency appeared sig- 
nificantly overvalued prior to its crises. 


Figure 1: Real Effective Exchange Rate of the Korean Won 
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Source: Lee (1997). 


Structure of External Liabilities 


After the outbreak of the crisis, no one can deny the existence of excess foreign 
borrowing and the mismatch between short-term debt and foreign reserves in Korea. 
In this section, we analyze the structure of foreign borrowing in Korea in a historical 
context. We focus on examining the evolution of external liabilities for the last two 
decades and the policy response to it. 

Figure 2 shows the total and the short-term external debt of Korea. The total 
external debt grew by 300 percent from 1992 to 1997 and reached $121 billion at the 
end of 1997. However, the rapid swelling of the external debt shown in Figure 2 
turned out to be Significahtly underestimated. The amount of debt was estimated fol- 
lowing the World Bank definition and did not include offshore borrowing of domes- 
tic financial institutions, overseas borrowing of foreign branches and subsidiaries of 
domestic financial institutions, and borrowing of overseas branches and subsidiaries 


.of domestic enterprises. As we will see in the fourth section, this discrepancy be- 


tween the actual liabilities and the announced figures rendered the foreign exchange 
market more speculative and volatile at the end of 1997. For transparency, the 
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Korean government and the IMF agreed to use a new definition of total external 
liabilities, which adds the offshore borrowing of Korean banks and their overseas 
branches and subsidiaries to the external debt as defined by the World Bank. 
According to this new definition, the actual external liabilities were underestimated 
by almost $50 billion, amounting to $161 and $170 billion at the end of 1996 and 
1997, respectively. The difference would have been even larger had the borrowings 
of overseas branches and subsidiaries of domestic enterprises been included. 


Figure 2: Total and Short-term External Debt of Korea 
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Note: The line shows the ratio of short-term debt to total external debt. The bar (light plus black sections) 
shows total external debt, with the black section indicating the short-term portion of that total. 
Source: Ministry of Finance and Economics. 


It is not just the size of the external debt that went through dramatic changes. 
There has also been a notable change in the maturity structure of the external debt. 
The proportion of short-term debt to total external debt rose from 43 to 58 percent 


between 1994 and 1996. If we use the new definition of external liabilities, the. 


proportion of short-term debt becomes 62.2 percent in 1996, which implies that most 
offshore borrowing of domestic banks was financed short-term. 

Table 3 shows the changes in debt-related indicators of currency crises. Most of 
these had been deteriorating since the mid-1990s. For example, Korea's external debt 
to GNP ratio increased from 13 to 22 percent between 1990 and 1996. But it is still 
true that Korea's external debt to GNP ratio was low compared with those of other 
countries that have recently experienced currency crises. The external debt to GNP 


Srhe proportion of short-term debt in offshore borrowings of domestic banks and their overseas branches and 
subsidiaries was 78.0 percent as of December 1996 and 75.4 percent as of September 1997, 


von 
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ratios for Indonesia, Malaysia, Philippines, and Thailand were 47, 39, 54, and 46 
percent in 1996, respectively, and that of Mexico in 1994 was 35 percent. However, 
if we compare other indicators such as the ratio of foreign reserves to short-term debt 
and the ratio of foreign reserves to monthly imports, Korea was in no better shape 
than the other crisis-hit countries.’ In hindsight, one may argue that these debt-related 
indicators strongly signaled the possibility of a currency crisis. However, at least un- 
til mid-1997, these indicators were not taken seriously by either foreign investors or 
domestic policymakers. There are several reasons for this. 


Table 3: Indicators of the Currency Crisis in Korea 


Dec Jun Dec Mar Jun Sep Dec 
1980-84 1985-89 1990-94 1995 1996 1996 1997 1997 1997 1997 


Foreign Reserves/ 


Short-term Debt (%) 63.5 104.2 93.2 12:2 — 547 479 548 464 398 
Foreign Reserves/ 

Imports (times) 3.3 2.9 2.6 2.9 3.2 2.7 2.3 2.7 24 1.6 
External Debt/(GNP 48.8 30.2 13.7 17.3 — 21.8 23.0 — 249 25.1 
Current Account/GNP -4.6 4.2 -1.3 -2.0 28 -49 -70 -49 4-36 -19 


Current Account plus 
FDI /GNP -4.6 4.4 -1.5 24 -33 -5.3 -74 -5.0 -4.0 -2.2 


Source: Bank of Korea Monthly Statistics (various issues). 


Firstly, the government believed that the deterioration of these indicators was a 
temporary phenomenon. As explained earlier, the sharp increase in the external debt 
in 1996 was largely due to a huge current account deficit, which was believed to be 
caused by the temporary deterioration in export prices. In fact, the current account 
was showing signs of improvement by the second quarter of 1997. Also, the external 
debt to GNP ratio of the 1990s was not unprecedented. It only seems high because 
the ratio declined sharply during the last three years of the 1980s. During that period, 
a large current account surplus helped Korea repay much of its external debt. The 
external debt to GNP ratio in the 1990s was in fact much lower than its average in 
the 1980s. 

Secondly, the shortening of the maturity structure could be interpreted as a sign 
of enhancement in Korea’s credit standing in the international financial market. 
Considering the term structure of interest rates in the international financial market 


"For example, in 1996 the ratios of foreign reserves to short-term debt for Indonesia, Malaysia, Philippines, 
and Thailand were 73, 186, 84, and 109 percent, respectively, and the ratios of reserves to monthly imports were 6.7, 
4.0, 3.5, and 6.2, respectively. 
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where long-term rates are typically higher than short-term rates, it is natural for 
countries with higher credit ratings to rely more on short-term financing. For in- 
stance, Taipei,China, which has a better credit rating, maintains a higher short-term 
debt ratio than Korea.* Government regulation has also contributed to the shortening 
of maturity, since long-term borrowing was more heavily regulated than short-term 
borrowing. Short-term borrowing was loosely regulated because the government be- 
lieved that most of the short-term debt would be trade credits that would automati- 
cally vanish as time passed. 

Thirdly, the short-term borrowing of Korea consisted mainly of interbank loans. 
Since financial institutions usually maintain steady long-run relationships with one 
another, 1t was believed that these short-term debts could be rolled over without dif- 
ficulty. This is in sharp contrast to the Indonesian case where most of the short-term 
borrowing was arranged by individual enterprises rather than by banks.’ In addition, 
Korea’s external debt was mostly private debt without explicit government guaran- 
tee. Therefore, an increase was not expected to affect sovereign risk directly. In 
Mexico, on the contrary, a sharp increase of Tesobonos, the dollar-denominated gov- 
ernment debt, was the main reason for the downfall of its country credit rating. 

Ex post, Koreans now learn that it did not make much difference in the evolu- 
tion of the crisis whether the debt was private or public and whether the borrowers 
were financial institutions or not. But at least through the first half of 1997, it is fair 
to say that the amount and the structure of Korea’s external debt did not significantly 
affect foreign investors’ or domestic policymakers’ confidence in Korea. 


The Financial Market’s Expectation of the Crisis 


In this section, we attempt to determine when international financial markets 
started to predict the Korean crisis. The precrisis movement of two observed market 
data will be examined: the won-dollar forward exchange rate premium in the NDF 
(non-deliverable forward) market and the yield spread of Korea Development Bank's 
(KDB) dollar-denominated bonds. The NDF market has been in operation in Hong 
Kong, China since 1994, Because the NDF market is relatively free from the Korean 
government's foreign exchange intervention, its forward premium is a good proxy 


According to the BIS (1998), the ratio cf short-term debt to total debt at the end of 1996 was 67 percent in 
Korea, 65 percent in Thailand, 61 percent in Indonesia, and 58 percent in the Philippines whereas the ratio was as 
high as 84 percent in Taipei,China. These figures are different from those officially released by each country because 
the BIS data are based on reports from lending international banks in the reporting area. 

According to the BIS (1998), at the end of 1996, the proportion of total external debt borrowed by financial 
institutions was 65 percent in Korea, 37 percent in Thailand, 12 percent in Indonesia, 39 percent in the Philippines, 
and 58 percent in Taipei.China. The proportion cf total external debt borrowed by nonfinancial institutions amounted 
to 65 percent in Indonesia. 
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for anticipated depreciation. Also, the yield spread between a dollar-denominated 
Korean government bond and the US Treasury bond of a similar maturity reflects the 
sovereign risk premium on Korea. Since the Korean government has begun to issue 
dollar-denominated bonds only recently, we use the KDB's 10-year global bond in- 
stead. The KDB is owned by the government and its bord has been treated as a near- 
sovereign benchmark security for Korea in the international capital market. 

Figure 3 depicts the movement of the one-month forward exchange rates in the 
domestic forward market and the NDF market together with the spot exchange rate. 
During the first half of 1997, the forward exchange rates in both markets closely 
followed the spot exchange rate. However, starting from July 1997 the NDF forward 
exchange rate began rising faster than the spot rate, indicating that the market was 
anticipating the depreciation of the won. On the other hand, the domestic forward 
exchange rate continued to move closely with the spot rate. This might be in part due 
to the thinness and inefficiency of the domestic market, but was mostly attributable to 
the active forward intervention by the Bank of Korea. These two forward rates could 
differ from each other because exchange controls left little room for arbitrage 
between the two markets. 


Figure 3: The Won-Dollar Spot and Forward Exchange Rates (1997) 
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If capital is fully mobile, we can estimate anticipated depreciation from the yield spread between won- 
denominated and dollar-denominated bonds. But since the won-denominated bond market was not fully open to for- 
eigners before the crisis began, this method cannot be applied. 
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Figure 4 shows the forward premium for the won-dollar exchange rate in the 
NDF market defined as the difference between the forward and spot rates. The thin 
line is for the one-month forward premium and the thick one is for the three- 
month forward premium. Both forward premiums began rising after July 1997 when 
the crisis erupted in Thailand. However, the one-month premium never exceeded 
20 won per dollar, nor did the three-month premium exceed 50 won per dollar, which 
implies that what investors anticipated was not a currency crisis but a smooth depre- 
ciation of the won. Only in late October did the international capital market antici- 
pate the upcoming crisis in Korea and the forward premium took a big jump. The 
fourth section will discuss what factors were responsible for the sudden change in 
investor expectations. 


Figure 4: The Won-Dollar Forward Premium in the NDF Market (1997) 
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Figure 5 shows the movement of the yield spread of the KDB global bond in 
1997. We provide two figures since tbe yield spread after October became too large 
to be drawn in one figure. As shown in the figure, the yield spread showed an in- 
creasing trend from January to September but the increment was not large. Several 
bankruptcies of big corporations and the breakout of the Southeast Asian crisis con- 
tributed to this increasing trend. But like the changes in the forward premium, the 
yield spread took a huge jump in late October. This finding suggests that it was not 
until late October that the market started to anticipate the crisis in Korea. 
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Figure 5: Yield Spread of the KDB Global Bond 
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Probit Analysis 


Several empirical studies on currency crises develop cross-country probit 
models in order to test the significance of economic variables in predicting currency 
crises (Frankel and Rose 1996; Eichengreen, Rose, and Wyplosz 1996), These multi- 
variate probit models enable us to combine the effects of various economic factors 
into a single probability. In this section, using a cross-country probit model a la 
Frankel and Rose (1996), we estimate the probability of a currency crisis in Korea 
and compare the result with those of other crisis-hit countries. For brevity, however, 
we do not provide a detailed explanation of the estimation procedure, the definition 
and the measurement of a currency crash and other variables included in the regres- 
sion, and the data source. Interested readers should refer to Frankel and Rose (1996). 
But our analysis differs from Frankel and Rose (1996) in two respects. 

First, even though our sample consists of the same 105 developing countries in 
Frankel and Rose (1996), the sample period is extended by two years from 1971 to 
1994. Second, since our object is to evaluate and compare the probability of Asian 
crises as of the end of 1996, our explanatory variables are confined to those variables 
whose 1996 values are available at the time of writing this paper. As a result, our 
probit regression contains only eight explanatory variables, whereas that of Frankel 
and Rose, whose main purpose was to examine the significance of the regressors, 
included 16. Our eight regressors are: real per capita GDP growth rate, ratio of 
external debt to GDP, proportion of short-term external debt to total external debt, 
current account as percentage of GDP, budget deficit as percentage of GDP, ratio of 
foreign reserves to monthly imports, foreign direct investment as percentage of total 
external debt, and rate of growth of domestic credit. After estimating a probit model 
by pooling the data for the 105 developing countries from 1971 to 1994, we calcu- 
lated the implied probability of crisis in each country by plugging in the 1996 values 
for the eight explanatory variables. Two different versions of the probit model are 
estimated: one with contemporaneous regressors (Model I) and the other with one- 
year lagged regressors (Model II). 

Table 4 reports the estimated coefficient of each explanatory variable and its 
t-values. Even though the signs of the coefficients are similar, the estimated coeffi- 
cients are quite different in Models I and II. The difference does not necessarily mean 
a lack of robustness in our analysis. Some explanatory variables change significantly 
in a year when such a dramatic event as a currency crisis happens. Imagine how a 
currency crisis would affect such variables as real growth rate, real effective ex- 
change rate, and foreign reserves. Therefore, including or excluding the crisis year in 
regressions can make a big difference. Luckily, however, the signs of the coefficients 
in both models coincide with what we generally believe except for the coefficients on 
the current account deficit and the budget deficit. Higher economic growth, higher 
reserves to imports ratio, or higher inflows of foreign direct investment lower the 
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odds of a crisis, whereas higher external debt raises them. The signs of the coeffi- 
cients of current account deficit, though statistically insignificant, are the opposite of 
what we expected. This puzzling result was also found in Frankel and Rose (1996). 
The result for the budget deficit is sensitive to model specification. 


Table 4: Probit Estimates 


Model I Model Il 

Coefficient t-value Coefficient t-value 
Short-term External Debt/ 
Total Debt 0.0030 0.60 0.0101 2.22 
External Debt/GNP 0.5076 3.96 0.0594 0.46 
Real Per Capita Growth Rate -0.0525 -4.96 -0.0363 -3.79 
Reserves/Imports -0.0087 -0.40 -0.0377 -1.74 
Budget Balance/GDP 0.0122 1.13 -0.0164 -1.74 
Net FDI/External Debt -0.0345 -3.42 -0.0329 -3.41 
Domestic Credit Growth 0.0024 4.98 0.0005 3.09 
Current Account/GDP 0.0241 3.07 0.0120 1.69 
Sample Size 1080 1111 
Sample with Dep=1 116 128 
Sample with Dep=0 964 983 
Log Likelihood -306.27 -361.8751 


Source: World Data CD-ROM (World Bank 1995). 


Table 5 reports the 1996 values of explanatory variables and the estimated 
probability of a currency crisis. The estimated probability of a crisis in Korea at the 
end of 1996 was not so high. It was estimated to be 8 percent in Model I and 19 per- 
cent in Model II. Given that the Asian crisis started sometime in 1997, it is not sur- 
prising that the probabilities estimated from Model II are larger than those estimated 
from Model I." What is surprising, however, is that the probability for Korea is not 


We calculated the implied probability of crisis in each country by plugging in the 1996 values for the eight 
explanatory variables. Therefore, in Model I with the contemporaneous regressors, the estimated probabilities are 
whether a crisis will occur in 1996, not in 1997. On the other hand, in Model H with one year lagged regressors, the 
estimated probabilities are those that a crisis will occur in 1997. Given that the Asian crises started sometime in 1997, 
it is not surprising that the estimated values in Model 2 are larger than those in Model 1. We could not use the 1997 
values in Model 1 since they were not available and using them would cause a serious simultaneity problem. Also, 
considering the timing of Mexico's crisis, the 1993 values are used for Mexico. Since the 1996 data for foreign direct 
investment are not available for some Asian countries, we used the 1995 values for the ratio of foreign direct invest- 
ment to total external debt for all Asian countries. 
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smaller compared with those for Mexico or Southeast Asian countries. It is the third 
highest in Model I and the highest in Model II among six countries. Judging from the 
estimated coefficients and the 1996 value of the explanatory variables, the cross- 
country difference of the FDI variable is largely responsible for the relatively high 
probability for Korea. In retrospect, the outflow of foreign direct investment in the 
1990s should have been considered a warning sign reflecting the deteriorating busi- 
ness environment in Korea. 


Table 5: Probability of a Currency Crisis 


Regresors — Korea Indonesia Thailand Malaysia Philippines Mexico! 
Short-term Debt/Debt (%) — 589 248 407 4 266 Bl 
Debt/GNP 0.26 0.534 0.504 0.392 0.649 0.332 
Growth Rate(%) 5.9 6.1 5.2 5.3 5.0 -2.1 
Reserves/Imports 2.65 6.73 6.27 4.09 3.52 4.1 
Budget Balance /GDP (%) -1.1 0.0 1.5 -0.5 -0.1 -1.7 
FDI/Debt (96)? -1.36 3.24 1.26 11.13 1.99 4.15 
Domestic Credit Growth (%) 19.3 22.7 14.03 12 40.2 11.48 
Current Account/GDP (%) -4.7 -4.0 -8.5 -7.4 -4.4 -6.42 
Probability of a Currency Crisis 
Model I 0.081 0.062 0.068 0.030 0.095 0.092 
Model Il 0.195 0.065 0.093 0.064 0.100 0.121 


Notes: '1993 values were used for Mexico. 
21995 values were used for FDI/Debt. 1996 values were used for other variables. 
Sources : IMF International Financial Statistics (various issues). 
IMF Balance of Payment Statistics (various issues). 
J.P. Morgan Asian Financial Markets (various issues). 


Though not reported in Table 5, we also calculated the probabilities for some 
unaffected countries such as Argentina, Brazil, Chile, and India using the same 
methodology. The probabilities estimated from Model I are 5.8, 6.9, 3.1, and 5.0 per- 
cent, respectively. Those estimated from Model II are 5.8, 5.1, 2.2, and 5.7 percent, 
respectively. As expected, the probabilities for the unaffected countries are lower 
than those for the crisis-hit Asian countries. Needless to say, our result might not be 
robust as regards the choice of explanatory variables, the definition of a currency 
crash, and the model specification, etc. It is surely hard to deny the limitations of 
probit models to predict fairly unique events such as crises. However, together with 
the other evidence presented in the previous sections, it seems fair to draw the fol- 
lowing conclusion from our probit analysis. First, it was difficult to predict the 
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Korean crisis until the end of the first half of 1997. But the Korean crisis was not an 
exceptional phenomenon. It was as likely to occur as the other crises in Southeast 
Asian countries or Mexico. 


Fragility of the Financial System 


We have shown that it was difficult to predict the Korean currency crisis by re- 
lying on macroeconomic indicators alone. As long as the Korean crisis was due to 
structural weaknesses, it is not hard to understand why macroeconomic indicators 
failed to predict the crisis. It is analogous to using a scale to measure height on the 
basis of the observation that there is a high correlation between weight and height." 
In this section, we supplement our previous analysis by reviewing evidence that 
shows how deep the structural problems were in Korea prior to the crisis. 

Among many structural weaknesses, it is widely pointed out that poor regula- 
tion of financial intermediaries and poor governance in the corporate sector were the 
main roots of the crisis. Korea has relied on government intervention rather than 
market forces in allocating financial resources to promote fast growth. To direct lim- 
ited financial resources to strategic industries, private financial institutions were con- 
trolled and regulated as if they were public enterprises. Consequently, the liabilities 
of private financial intermediaries were perceived as having implicit government 
guarantees. Though such perceptions contributed to the rapid formation of financial 
markets, it fostered a serious moral hazard problem. Depositors flocked to financial 
institutions that pay higher interest rates without paying much attention to their credit 
risks. Instead of making investment or loan decisions based on return and risk trade- 
off, financial intermediaries and business enterprises alike ventured upon whatever 
projects that could pay higher returns in the event of success. Owners and managers 
believed that the government would bail them out should they be unlucky. 

The problem of moral hazard and excess investment intensified with financial 
market openings in Korea. As capital market liberalization progressed, domestic 
enterprises recklessly expanded their investment in order to take advantage of low- 
cost foreign funds. Moreover, foreign investors provided funds to domestic financial 
institutions without due vigilance since they were perceived as having implicit gov- 
ernment guarantees. Exchange rate policies in Korea also contributed to encouraging 
excess foreign borrowing. Prior to the crisis, the Korean won was effectively tied to 
the US dollar with very little or predictable variation. In effect, the Bank of Korea 
absorbed the exchange rate risks on behalf of market participants. With little varia- 
tion of exchange rates and high domestic interest rates, it is not surprising that many 
firms and financial institutions increased their offshore borrowing significantly, 
especially with short-term maturity. 


Hone of the referees provided us this analogy. 
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The overborrowing syndrome was evident as shown in Table 6. The corporate 
debt to equity ratio in Korea kept on growing throughout the 1990s and reached al- 
most 400 percent in 1997. Its debt to equity ratios were much higher than those in 
other Asian countries except for Thailand." The liquidity problem was serious as 
shown in its low current ratio. In addition, connected lending and government inter- 
vention gave chaebols privileged access to credit and caused heavy concentration of 
bank lending to chaebols, making banks vulnerable to their failure. 


Table 6: Financial Ratios of Manufacturing Firms in Korea 
(percent) 


Dec 94 Dec 95 Dec 96 Jun 97 Dec 97 Jun 98 


Debt to Equity Ratio 302.5 286.8 317.1 333.8 396.3 387.0 
Equity to Total Asset Ratio 24.8 25.9 24.0 23.1 20.2 20.5 


Current Ratio! 94.6 95.4 91.9 95.0 91.8 90.5 


Note: ‘current ratio = current asset / current liabilities. 
Source: Bank of Korea (1998). 


As a result of the overborrowing syndrome, banks carried substantial nonper- 
forming loans and inadequate capital-asset ratios. Table 7, which is from Goldstein 
(1998), shows the ratio of nonperforming loans to total lending for selected Asian 
countries. In 1996, the Bank for International Settlements’s (BIS) official figure for 
the ratio of nonperforming loans in Korea is only 0.8 percent, which was better than 
that of other Asian countries including even Hong Kong, China. However, this was 
an artifact due to the unique loan classification rules in Korea. In Korea, loans are 
recorded as nonperforming only when their interest payments have been past due for 
six months. A better picture of asset quality can be obtained from estimates by inter- 
national investment banks that used uniform loan loss classification rules across 
countries. According to these estimates, more than 14 percent of bank loans in Korea 
were nonperforming, which was the second highest ratio in the listed countries. 
Capital adequacy was just as bad. The BIS capital adequacy ratios for deposit money 
banks in Korea ranged from 0.98 percent to 10.81 percent as of end-1997. Most were 
far below the 8 percent official standard by the BIS. To make matters worse, after 
accommodating stock revaluation loss and new loan loss provisions, Shin and Hahm 
(1998) show that these ratios were significantly lowered to range from -2.70 percent 
to 10.29 percent. 


13 Average ratios of corporate debt to equity are 144 percent in Germany, 160 percent in Malaysia, 194 percent 
in Japan, 90 percent in Taipei,China, 106 percent in the United States, and 450 percent in Thailand (Lane et al. 
1999, 20). 
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Table 7: Nonperforming Loans in Selected Asian Countries 
(percent) 


Korea Thailand Indonesia Malaysia Philippines Singapore Hong Kong 


Ramos (1998), Goldman Sachs —— 140 — 180  . 90 60 30 230 20 
Jen (1998), Morgan Stanley 14.0 18.0 12.5 6.0 n.a. n.a n.a 
Peregrine (1997) 30.0 36.0 15.0 15.0 7.0 4.0 1.0 
Eschweiler (1998), J.P. Morgan 17.5 17.5 11.0 75 5.5 3.0 1.8 
BIS (1997) official estimate for 1996 0.8 7.7 8.8 3.9 na n.a 2.7 


Note: The reported figures are the ratios of actual nonperforming loans to total loans. 
Sources: Goldstein (1998), BIS Annual Report (1997). 


There is indeed overwhelming evidence that the Korean banking and corporate 
system was very fragile. In good times, this structure was regarded as inevitable in 
order to generate a virtuous circle of high investment and high growth. But in bad 
times when financial intermediaries began to falter from a string of large-scale corpo- 
rate bankruptcies, foreign investors could not help but take a fresh look at Korea. Es- 
pecially after the crisis erupted in Thailand in mid-1997, foreign capital abruptly 
started to flow out from Korea and a much deeper financial panic than anyone imag- 
ined began in the country. 


Road to the Crisis 


If it was hard to predict the crisis in the first half of 1997, then what suddenly 
caused the loss of foreign investor confidence thereafter? The best way to answer this 
question is to analyze the evolution of the Korean crisis from the perspective of for- 
eign investors. First, wé chronologically review major economic events in Korea and 
related foreign media reports from January to December 1997. The timing and rea- 
sons for credit rating adjustment by international credit rating agencies such as 
Moody's and Standard & Poor's will be highlighted. By comparing them with do- 
mestic policy changes, we might be able to identify which factors affected foreign 
investor confidence the most. Second, we evaluate the foreign exchange reserve 
management policy in 1997. l 


aye a a a a e O . 
IA We. are well aware of the fact that these credit rating adjustments usually lag behind, not lead, market 
conditions. - 
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Changes in Foreign Investor Confidence 
January-February 1997 


As the new year began in 1997, foreign investors started to look Korea with 
care because of its unexpectedly long recession and large current account deficit in 
1996, which was 5 percent of GDP. and the largest in five years. However, despite 
the worry, it is fair to say that foreign investors’ long-term view on Korea had not yet 
changed much by that time. Moody’s and S&P reaffirmed the foreign currency long- 
term credit rating of Korea at Al and AA-, respectively." However, two pieces of 
bad news in January started to worsen the situation: extensive strikes against labor 
market reform and the bankruptcy of the Hanbo Group, the 14" largest conglomerate 
in Korea. 

On 26 December 1996, union workers began strikes in response to new labor 
legislation enacted in a secret Parliament Session. The new labor law centered on 
eliminating job security that had been taken for granted in Korea. The strikes were 
suspended only after a month had passed, following the government’s announcement 
to revise the legislation. Then.on 23 January, the Hanbo Steel and Construction com- 
pany declared bankruptcy with a total debt estimated to be about US$6 billion dis- 
persed across 61 banks and other financial institutions. For foreign investors, 
Hanbo’s bankruptcy became an opportunity to see the underlying weaknesses in the 
Korean banking system and the murky relationship among the government, banks, 
and conglomerates. In view of the deteriorating financial conditions, on 19 February, 
Moody’s lowered the long-term ratings of three Korean banks (Korean Exchange 
Bank, Korea First Bank, and Cho Hung Bank) all of which had substantial exposure 
to the Hanbo Group. 

However, it is important to note that the rating itself did not imply the deterio- 
ration of the sovereign credit rating of Korea. On the contrary, Moody’s report 
seemed to support the Korean government policy in handling Hanbo’s bankruptcy. In 
the past, bankruptcies of conglomerates had been dealt with by takeovers from larger 
groups with government-subsidized loans. But, in handling Hanbo, the government 
invested on more rigorous treatment. Foreign investors regarded the government ac- 
tion as a sign of firm commitment to market reform, and as a move toward a more 
independent and accountable banking system. In other words, Moody’s had clearly 
differentiated the sovereign ratings of Korea from its private financial institutions’ 
problems at that time. The fact that the forward premium of the won and the yield 
spreads of KDB global bonds had not changed much was also evidence that the for- 
eign investors’ outlook for Korea was stable. The yield spread was 59 basis points on 


Sirom now on, unless otherwise stated, Moody’s and S&P ratings refer to the foreign currency long-term 
credit ratings on Korea, The Aland AA- sovereign credit rating on Korea started to change only in August 1997. 


Currency Crisis in Korea: How Was It Aggravated? 169 


27 September 1996 and 63 basis points on 28 February 1997. Table 8 reports the end 
of month numbers for the yield spreads of KDB bonds, spot and forward exchange 
rates, and domestic corporate bond yields throughout 1997. 


Table 8: The Road to the Crisis 


KDB Spread Spot Rate Forward Rate Corporate 
(basis points)!  (won/US$) (won/US$) Bond Yield (7) KOSPI' 


1996 9/27 59 825 834 124 793 
12/27 56 843 860 12.7 651 
1997 1/31 57 861 885 12.0 685 
|. 208 63 863 881 124 676 
3/51 72 897 912 12.5 677 
4/30 85 892 902 12.5 703 
5/30 85 891 899 11.8 746 
6/30 85 888 896 11.7 745 
7/51 90 892 909 11.9 726 
8/29 120 900 940 12.1 704 
9/30 119 914 948 12.6 647 
10/31 269 965 1082 126 470 
11/28 277 1,112 1,233 15.6 411 
12/23 . 693 1,965 1,830 31.0 366 
1998 1/30 357 1,689 1,530 18.5 . 558 
2/27 335 1,633 1,660 20.5 548 
Notes: "The yield difference between the KDB global bonds due 2006 and the US treasury securities with comparable 
maturity. 


*Three-month NDF forward exchange rate of the Korean won per US dollar. 
*The yield of three-year corporate bonds in the Korean domestic market. 
*Korean Stock Price Index. 


March-June 1997 


This period is the calm before the storm and there were no new major develop- 
ments in March and April. Hanbo's bankruptcy was followed by a string of defaults 
including those of the large conglomerates Sammi Steel on 19 March, and Jinro 
Group on 21 April. Also, the Hanbo case became a political mess: A close aide and 
the son of the President were arrested in connection with a Hanbo-related slush fund. 
Despite these problems, however, foreign investors continued to differentiate sover- 
eign from private problems. For example, on 18 April, S&P lowered the credit rating 
of Korea First Bank in which the Hanbo Group and Sammi Steel were major 
customers but it reaffirmed Korea's sovereign AA- credit rating status. Moreover, 
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there were many signs that the negative outlook in March and April tended to stabi- 
lize from May. We can see this pattern clearly from the changes in the yield spreads 
of KDB bonds in Table 8. Following two major bankruptcies, the yield spread 
jumped by 20 basis points from February to April, but then stabilized by the end of 
June. The forward premium also showed the same pattern. In retrospect this tempo- 
rary relief in May and June was not a blessing since it made the government under- 
rate pressing problems facing Korea."° 


July-September 1997 


If one were to blame the Korean government for not taking early measures to 
prevent the crisis, it should be starting from this period. From late June, foreign 
investors started to take a fresh look at Korea. Several factors contributed to this 
change. 

First, facing the string of corporate defaults and the worse-than-expected profits 
report of Korean banks in the first half of 1997, foreign investors started to see the 
strong likelihood that the Korean government would have to bail out troubled con- 
glomerates and banks. In other words, the previous distinction between sovereign 
and private problems became less clear and they started to seriously estimate the po- 
tential cost of restructuring troubled private sectors that the government would end 
up with. On 24 June, Moody’s maintained Korea’s Al sovereign rating but an- 
nounced that its outlook had deteriorated. 

Second, on 2 July, faced with a ballooning current account deficit, the Thai 
government devalued the baht and within a month the Southeast Asian crisis started. 
Indonesia, Malaysia, and Philippines were affected and foreign investors became 
nervous about Korean conditions as well. To make matters worse, on 15 July, Kia 
Motors, the nation’s third largest carmaker, asked for emergency bank loans to avoid 
bankruptcy. Credit agencies promptly began downgrading ratings for several major 
Korean banks. They estimated that the fiscal bailout for the banking system would 
ultimately cost as much as 20 percent of GDP.” This led Moody's to lower the gov- 
ernment-owned KDB's rating on July 30. On 6 August S&P also changed its sover- 
eign rating outlook on Korea from stable to negative even though it maintained 
Korea's AA- rating. This made it increasingly difficult for Korea's private sectors 
to obtain foreign currency funds. As a result, the yield spread on the KDB bond and 
the won forward premium sharply increased in August. 


lót is true that press speculation regarding a Mexican style meltdown in Korea began as early as March. An 
example is the Barrons' article in March 31, "The Tsunami or the Trough? South Korea Has the Worst of Several 
Worlds." However, it was merely suggestive and its conclusion was quite different from its title. 
In February before a series of major bankruptcies happened, the estimated figure was 5 percent of GDP. 
amine conditions in North Korea and the possibility of North Korea's collapse were other reasons for their 


rating adjustment. However, we believe the North Korea factor did not play an important role. 
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Third, the government did not react effectively to the Southeast Asian crisis. As 
the foreign credit lines of Korean private sectors were terminated or reduced, the 
government pledged it would guarantee all foreign liabilities of Korean financial in- 
stitutions. This was a crucial mistake that paved the way for the private banking crisis 
to develop into a sovereign crisis. Clearly the Korean government had not learned 
from the Thai experience. Before the Thai crisis began, the government’s decision to 
bail out troubled private institutions had been the main reason for the downgrade of 
Thailand's sovereign credit rating in April 1997. 

However, it is still true that no one seemed to predict that the Korean situation 
was desperate enough to cause panic. For example, in August, Moody's said “(it) 
expects Korea to put the right economic policies in place to stem its debt buildup, 
based on the country's past prudent economic management." Unfortunately, the 
Korean government's performance was not even close to Moody's expectation. 


October-November 1997 


Beginning in October, the situation became irrevocably aggravated in a short 
period of time. The foreign press did not see any signs to show that the Korean gov- 
ernment was working for a real reform of its heavily indebted bank and corporate 
sectors. They also predicted that the upcoming presidential election on 18 December 
would increase political uncertainty and limit the scope of politically feasible policy 
options. 

At this precarious moment, the government made a critical mistake that fanned 
the flames for nervous foreign investors. Exhausted by the three-month-long political 
battle, the government reluctantly decided to bail out the near-bankrupt Kia Group on 
22 October. This was the moment that Korea’s private banking crisis officially turned 
into a sovereign one. By coincidence, on 23 October, Hong Kong’s stock and for- 
eign exchange market crashed. On 24 October, S&P promptly downgraded Korea's 
credit rating from AA- to A+ with its rating outlook remaining negative. S&P lam- 
basted the Korean government decision to bail out Kia by saying that "the bailout 
might alleviate short-term pressures but the long run economic consequences are un- 
ambiguously negative." Korean bonds tumbled to junk levels and investors became 
nervous that the world’s 11" largest economy was heading for a Mexican-style crisis. 
The yield spread on KDB’s 10-year global bond widened to 269 basis points from 
128 basis point in 10 days after the government announced the bailout plan for the 
Kia Group. The bailout of Kia virtually closed out the KDB channel—the last and 
the most important channel for importing foreign capital for Korea. 


rhe total debt of Kia was estimated to be $10 billion. 
On 28 October, Moody’s also downgraded Korea’s short-term credit rating from Prime-1 to Prime-2. 
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The end of October was also the period when the Korean banking crisis 
turned into a currency crisis. The two events, the bailout of Kia and the crash in 
Hong Kong, China, triggered a massive outflow of foreign capital. Foreign banks re- 
fused to roll over loans, and as a result Korean banks and corporations had to buy 
dollars in the domestic exchange market to service their obligations. The Korean cur- 
rency dropped sharply from W915 on 21 October to W965 per dollar on 31 October, 
and its slide was accelerating. In November, the government made another fatal 
mistake by wasting a substantial part of foreign reserves in its futile foreign exchange 
market intervention. In early November, the central bank of Korea announced that its 
reserves were around $30 billion. But foreign investors estimated that the actual re- 
serves could be as low as $15 billion, which is about five weeks’ worth of imports 
and only a fifth of Korea’s short-term debt. They correctly understood that the an- 
nounced numbers did not include dollars borrowed through forward market inter- 
vention and recalled that Thailand had committed as much as two thirds of its 
reserves in that way. By misreading the situation, the government lost its credibility 
and its foreign exchange reserves. 

Even though the foreign currency reserves were quickly drying up, the govern- 
ment did not realize the extent of its problems and wasted time and energy in passing 
a new financial reform bill. It thought that foreign investor confidence would be re- 
stored if Korea passed the new bill. But the long-run perspective on Korea was no 
longer a concern to foreign investors. By that time, all the investors had in mind was 
whether the Korean government could handle its short-term liquidity problem, The 
answers they got were outdated and disappointing. The government prohibited all 
foreign exchange forward transactions except those related to trade. It kept on in- 
sisting that the Korean economy was not as bad as foreign investors feared. It re- 
quested foreign news organizations to correct “exaggerated stories” about Korea’s 
financial situation. The market ridiculed the government’s denial attitude. By the 
middle of November, the yield spread on the KDB 10-year global bond widened to 
340 basis points and the exchange rate broke the psychological threshold of W1,000 
to the dollar. The government had no choice but to request financial aid from the 
IMF on 21 November.” On 25 November; S&P lowered Korea's credit rating from 
A+ to A- and Moody’s also downgraded from Al to A3 on 28 November. They 
wrote that “the downgrade reflected the rapid deterioration in Korea’s financial posi- 
tion and the authorities’ continued reluctance to recognize and effectively manage 
the crisis of confidence.” 


2h The government was very reluctant to request an IMF rescue just before the presidential election in Decem- 
ber. For internal struggles that the Korean government went through during this period, refer to the Financial Times 
article by Burton and Baker (1998). 
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December 1997 


Korea signed a $55 billion stand-by arrangement with the IMF on 1 December. 
Despite the world’s biggest emergency credit package, however, Korea’s financial 
turmoil showed no sign of abating. By 23 December, the yield spread on the KDB 
10-year global bond widened to 693 basis points. Only a few months before at the 
beginning of 1997, it had been 57 basis points. The Korean won lost 60 percent of its 
value against the dollar and the Korean stock market dropped 50 percent in 1997. 
The benchmark corporate bond price plunged to record lows and its yield rose to 
above 30 percent, nearing a 17-year high. More than 17,000 companies went bank- 
rupt including eight conglomerates. No one had expected such a far-reaching crisis 
and the following new developments contributed to its aggravation. 

First of all, a confidential IMF document revealed that Korea’s short-term debt 
was nearly twice as large as previously declared by the government. It was estimated 
to be more than $100 billion, once offshore borrowings by Korean banks, enterprises, 
and their overseas branches and subsidiaries were accounted for. The government 
made the market more speculative by not confirming or announcing officially how 
much the total external liabilities were. To the further dismay of the investors, its 
freely available foreign currency reserves in the beginning of December were $5 bil- 
lion, significantly lower than previously announced. The credibility of the Korean 
government was jeopardized and the lack of transparency of the Korean economy 
became a critical issue. | 

Second, unwise and unnecessary discord with the IMF significantly undermined 
foreign investor confidence. In early December, the public’s reaction to the IMF ar- 
rangement was unreasonably negative. Local news media portrayed the IMF not as a 
counterpart for cooperation but as an invading army. They wrote that 1 December 
1998, the day the IMF arrangement was signed, was the most humiliating day in 
Korean history since 29 August 1909, the day of the Japanese annexation of Korea. 
One of the presidential candidates even placed advertisements in newspapers vowing 
to renegotiate the rescue pact with the IMF once elected. There also existed signifi- 
cant disagreement between the IMF and the Korean government over measures to 
restructure the ailing banking industry. On 8 December, the government announced 
that it would inject fresh equity into Seoul Bank and Korea First Bank, the two 
weakest banks, instead of closing them. It also arranged for one conglomerate, 
Daewoo, to take over the near-bankrupt Ssangyong Motor company while forcing 
creditor banks to reschedule the involved debt on preferential terms. The govern- 
ment’s unwillingness to allow market discipline to close insolvent banks and enter- 
prises was inconsistent with the spirit of the IMF program. This discord with the IMF 
heightened foreign investors’ concerns that Korea might not successfully meet the 
IMF conditions for future loan disbursement. 
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Third, inexperienced and incompetent economic policy unnecessarily aggra- 
vated the situation. One example that showed the Korean government’s inexperience 
in implementing economic policy in a global context was its decision to raise $2 bil- 
lion just a week after the IMF package was signed. After signing the IMF package, 
the government thought the confidence problem was alleviated and tried to raise new 
capital through KDB bond sales. Contrary to the government’s expectation, the 
timing of the KDB bond sales surprised foreign investors. They regarded it as a sign 
of desperation and concluded that the Korean situation was much worse than sup- 
posed. As investors balked at the sales and the yield spread increased to more than 
500 basis points; the government withdrew its sales plan on 12 December. But the 
damage had already been done; it had made the market more skeptical about the Ko- 
rean government's ability to handle the crisis. 

Coupled with a deteriorating financial situation and a series of public policy 
mistakes, Moody's lowered Korea's credit rating from A3 to Baa2 on 10 December. 
On 11 December, S&P also lowered its Korea rating from A- to BBB-, one step 
away from junk status. As explained above, the two cited reasons for their adjust- 
ments were the transparency problem regarding the total external habilities. and the 
discord between the IMF and Korean officials. The market reacted promptly. Within 
three days from 9 December to 12 December, the yield spread on the KDB 
10-year global bond increased from 280 basis points to 562 basis points and the 
exchange rate jumped from W1332 to W1719 per dollar. The situation got worse in 
the middle of December and the new president-elect, Kim Dae-jung, promptly 
promised to faithfully abide by the IMF agreement in his first news conference after 
the election. But this did not restore foreign investor confidence. On 21 December, 
Moody's again cut Korea's rating from Baa2 to Bal. On 22 December, S&P down- 
graded Korea's rating to junk status, B+ from BBB-, at four notches below invest- 
ment grade. They emphasized that the Korean government decision to assist its ailing 
banks instead of closing them placed the sovereign's own external position at risk. 
The yield spread on the KDB global bond widened to a record high of 693 basis 
points, the exchange rate rose to W1,964 per dollar, and the KOSPI index dropped to 
366 on 23 December. Overall, the Korean won had lost 60 percent of its value and 
Korean stock prices had dropped 50 percent in 1997. 

Only after the announcement was made on Christmas Eve that the IMF and 
eight nations agreed to advance $10 billion to Korea, could Korea defer its mora- 
torium to the next year. In the new agreement, the Korean government had to pledge 
to faithfully abide by and accelerate “the IMF plus" agreement, including the com- 
plete and rapid opening of its financial market, which the government had been so 
reluctant to allow. Thereafter, the Korean crisis was in a stalemate until Korea 
reached a debt restructuring deal with a group of its main creditors in New York on 
28 January 1998. . | 
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Foreign Exchange Reserve Management and Capital Market Opening 


The mismatch between foreign exchange reserves and short-term external 
liabilities played an important role in undermining foreign investor confidence. Con- 
sidering its importance, this section examines foreign reserve management policy in 
1997. Table 9 reports monthly changes in foreign exchange reserves together with 
current and capital account balances. 


Table 9: Foreign Exchange Reserves from 1996 to 1997 


(million US dollars, %) 
Current Account Capital Account Change in Reserves M2 Growth Rate 
1996 1 
January ` ^ -1,696 596 — 552 9.9 ` 
February ——' -1,930 2,304 1,851 15.7 
March -937 1,925 -1,664 ‘151 
April -2,358 2,831 2,479 14.7 
May -1,593 1,859 311 16.6 
June -1,305 2,614 5 322 l 17.2 
July -2,337 -543 -1,500 17.0 
August -3,617 999 ` -1,505 17.2 
September -1,511 - -391 -720 l 21.5 
October -2,511 1,697 -608 18.1 
November .  -2,069 |. 1,296 - 89 17.6 — 
December -1,853 1,848 019 15.8 
1997 

January -3,050 1,502 -2,270 19.7 
February -2,489 714 -1,210 20.2 
March -1,871 3,018 -610 19.4 
April -1,575 800 685 19.8 
May -913 2,761 2,070 18.2 
June : -318 2,276 1,416 17.6 
July: -1,052 1,517 356- 18.4 
August -543 -489 -2,532 20.7 
September -513 443 -714 16.4 ` 
October -709 93 84 18.9 
November . 544 -2,002 -6,105 . . 199. 
December : 3,457 -5,537 -3,999 > © 47 


Note: M2 growth rate is percentage change compared with the same end period in the previous year. 
Source: Bank of Korea Monthly Statistics (various issues). 


-Reserves increased by $3.8 billion-in thé first-half of 1996 as the ‘current ác- 
count deficit was offset by the larger capital account surplus. After reaching the 


highest mark of $36.7 billion in June 1996, reserves started to' decline due to the 
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sustained current account deficit. From July 1997, the Southeast Asian crisis slowed 
down private capital inflows to Korea significantly and part of the current account 
deficit had to be financed from central bank reserves. Starting in August, central 
bank reserves began to fall rapidly as private capital inflows virtually vanished. 

The foreign exchange market intervention of the Bank of Korea (BOK) also 
contributed to the rapid depletion of foreign reserves. Table 10 shows the size of 
monthly spot and forward market interventions by the BOK together with changes in 
foreign exchange reserves. Dollar sales of the BOK are denoted by positive values in 
the table. The table also shows changes in foreign exchange deposits of the BOK in 
monetary deposit banks (MDBs). In Korea, they were frequently used as a means of 
the foreign exchange market intervention although they were not counted as the offi- 
cial reserves. Therefore, the magnitude of the spot market intervention (the second 
column in Table 10) is approximately equal to the sum of the change in foreign ex- 
change deposits in MDBs (the fifth column) and the change in official foreign re- 
serves (the fourth column). 


Table 10: Foreign Exchange Intervention by the Bank of Korea, 1997 


(billion US dollars) 
Decline in Decline in 
Period Spot Sales Forward Sales Reserves MDB Deposits 
January 27.5 0.0 22.7 14.0 
February 40.0 . 23.1 12.1 34.3 
March 17.6 15.3 6.1 16.1 
April -5.5 -4,7 -6.8 1.1 
May -25.9 -8.1 -20.7 1.8 
June -20.5 -12.8 -14.2 -21.0 
July 1.9 5.7 -3.6 3.3 
August 18.3 16.0 25.3 -7.4 
September 24.3 13.5 rA 18.0 
October 20.9 31.9 -0.8 27.6 
November 56.6 9.0 61.0 34.6 
December 15.7 0.0 40.0 —— 
Total 169.9 88.9 128.3 122.3 


Note: Negative values denote purchase of dollars or decline in reserves and MDB deposits. 
Source: The Maeil Business Newspaper. 


In the first quarter of 1997, the BOK actively intervened in the foreign ex- 
change market to uphold the value of the won. We have already discussed why the 
government tried to uphold the won despite a huge current account deficit. It ex- 
pected the current account balance to improve soon and worried that a devaluation 
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would trigger inflation and increase the debt service burden of the private sector. At 
the onset of the second quarter of 1997, the BOK became a net purchaser of dollars 
and replenished its foreign reserves. The main contributing factor was the temporary 
resumption of foreign capital inflows as investor confidence recovered from the ear- 
lier shock of the Hanbo bankruptcy. From July, however, the BOK had to resume 
dollar sales as the Southeast Asian crisis started to press on the won. The BOK 
stepped up the intensity of intervention in October. 

After October, domestic financial institutions found it virtually impossible to 
roll over their loans. As a result, Korean banks and corporations had to buy dollars in 
the domestic exchange market to service their external obligations.” But the supply 
of foreign exchange dwindled swiftly as the expectation of a won depreciation pre- 
vailed. Market transactions came to a halt immediately after the market opened since 
excess demand for dollars drove the won-dollar exchange rate to the upper limit of 
the daily band. However, even after closing the market, the BOK had to supply for- 
eign currencies to domestic financial institutions and enterprises in order to prevent 
their default. Such intervention swiftly depleted the official reserves, which in turn 
started a vicious cycle of impairing foreign investor confidence and accelerating 
capital outflows. 

In retrospect spending precious reserves at the last moment was the price that 
Korea chose to pay since it could not allow individual financial institutions to go 
bankrupt for fear of financial system failure. Whether the fear was justifiable is hard 
to judge. However, ex post, we have learned that the government reserve policy 
could only delay, not prevent, the crisis and the bankruptcy of financial institutions.” 
In the meantime, however, the reserves were wasted. Although the foreign exchange 
intervention in the first half of 1997 may have had understandable policy objectives, 
the intervention after October 1997 seems to be based on a misjudgment of the 
situation. 

We conclude this section by discussing policy lessons for capital market open- 
ing based on the Korean experience. In view of the recent Asian crisis, it is natural 
that the call for restricting international capital flows, especially short-term capital 
flows, is getting more attention and sympathy. Various measures aimed at regulating 
the magnitude and composition of international capital flows are proposed. These 


The fact that it was mainly Korean banks and corporations, not foreign investors, which bought dollars in 
the domestic exchange market has very important policy implications. It indicates that currency speculation played 
only a limited role in the Korean currency crisis. The sharp depreciation was due to the demand for dollars from do- 
mestic institutions to service their predetermined foreign debts. Unable to borrow dollars in the international capital 
market, domestic institutions tried to buy dollars at the domestic exchange market with the won they borrowed from 
the central bank. To prevent this vicious circle, the BOK had to raise the discount window. In this context, we think 
the high interest rate policy by the IMF was inevitable in December 1997, when the crisis was at the peak. However, 
it is still controversial whether a high interest rate policy was necessary thereafter for such a prolonged time. 

The policy also had a negative side effect of reducing the incentive for the private sector to secure dollars for 
themselves in international markets through asset sales etc. 
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include the Tobin tax and a compulsory deposit on exchange transactions as intro- 
duced in Chile. Considering the pain suffered by the crisis-hit countries, it is hard to 
deny that some regulation on short-term capital mobility might be useful. 

However, we do not think that raising a barrier to international capital flows or 
delaying capital market opening is the lesson to be learned from the Asian crisis. We 
believe that those policy goals cannot be achieved by an individual country’s efforts 
alone. The current experience in Korea is an important example. In the past, the 
Korean government favored a gradual opening of its financial market to avoid 
speculative movement of hot money. Instead of opening capital markets directly to 
foreign investors, the government chose to do it indirectly. In other words, it allowed 
domestic financial institutions to borrow from abroad and distribute the funds in do- 
mestic markets. That policy was aimed at securing low-cost financing while pre- 
venting speculative capital flows. It was presumed that domestic financial institutions 
were easier to supervise than foreign hedge funds. However, considering nonper- 
forming loans, reckless offshore investment, and imprudent foreign exchange risk 
management of domestic financial intermediaries, we cannot help but doubt the va- 
lidity of this presumption ex post. 

Also, the government did not understand the downside of this indirect 
approach. Since the domestic bond market was not open to foreign investors, the 
high interest rates since the inception of the crisis could not deter massive outflows 
of foreign capital. Therefore, the adjustment burden fell entirely on the foreign 
exchange market. Only after fully opening domestic financial markets at the request 
of the IMF did domestic interest rates start to work as a policy instrument for con- 
trolling capital flows. | | 

In sum, it is true that financial opening the exposes.domestic financial markets 
to the possibility of speculative attacks. But the Korean experience shows that cur- 
rency crises can happen even in countries whose domestic financial markets are par- 
tially and indirectly open to foreign investors. It shows that once a financial market is 
developed above a certain threshold level, pretending that a small country can control 
the speed of capital market opening is a fantasy. If one country tries unilaterally to 
restrict short-term capital mobility through a Tobin ‘Tax or compulsory deposit, for- 
eign capital will switch to other countries without regulation. Therefore, to effec- 
tively regulate short-term capital mobility, international policy coordination is 
essential. Until we have a worldwide system for restricting short-term capital flows, 
the right lesson to be drawn from the Korean crisis is the importance of improving 
the domestic financial infrastructure rather than trying to control capital inflows to 
prevent a crisis. 


by 
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Conclusion 


In this paper, we argue that it was difficult to predict the Korean crisis at least 
up until the first half of 1997. It is true that some debt crisis indices, especially the 
foreign reserve to short-term ratio, were worrisome, but the precrisis behavior of 
most indices was not so bad compared to Korea’s historical performance and the 
cases of other crisis-hit countries. In fact, even financial market participants seemed 
unable to predict the current scale meltdown of Korea before October 1997. The 
yield spreads on KDB global bonds, which measure the sovereign risk premium of 
Korea, and the forward premium of the won, which reflect anticipated depreciation, 
started to jump only after October 1997. Our cross-country probit analysis confirms 
this view. Using data from 105 developing countries, we estimate the probability of 
crisis. Even though it was not lower than that for Mexico and the other crisis-hit 
Asian countries, the probability for Korea was generally low. If so, do these findings 
imply that policymakers were not responsible for the crisis? We do not think so. 

In our chronology study, we provided many examples where the Korean gov- 
ernment unnecessarily aggravated the situation by committing a series of policy mis- 
takes in coping with the crisis and thereby missed opportunities to restore foreign 
investor confidence. To name a few, its decision in October to guarantee all foreign 
liabilities of troubled financial institutions paved the way for the private banking cri- 
sis to develop into a sovereign one. Poor management of foreign exchange reserves 
in November and unwise discord with the IMF made the crisis situation worse than 
necessary. The decision to launch $2 billion KDB bond sales just a week after sign- 
ing the IMF package showed ignorance of international capital market operations. In 
this respect, policy mistakes were surely an important factor in aggravating the cur- 
rent crisis in Korea. 

But we cannot attribute the policy mistakes solely to the incompetence of the 
Korean government. It is hard to deny that the chosen policies were the results of 
myopic and selfish struggles among politicians, businessmen, and labor unions. The 
government was not able to close the near-bankrupt Kia Group because labor unions, 
politicians, and involved banks were opposed. It could not pass the financial reform 
bill in the midst of the power game between the Ministry of Finance and the Bank of 
Korea. In fact, there was nothing new in the structural reform requested by the IMF. 
Restructuring troubled financial institutions, enhancing labor market flexibility, im- 
proving corporate governance, etc. were major agenda items that had been discussed 
for a long time in Korea but had failed to be implemented. Since Koreans could not 
initiate the necessary structural reform by themselves, the crisis in Korea could not 
have been ultimately avoided even if there had been no Asian crisis in 1997. That is 
why, we argue, while Korean policymakers could not be blamed for not preventing 
the crisis, they are surely responsible for unnecessarily exacerbating the situation af- 
ter the crisis started. 
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Preface 


Malnutrition is both a distinctive cause and a scarring consequence of 
poverty. The malnourished child is poverty's most telling aspect. Malnourished 
Asian children have offered for generations a specter of despondency and also a 
challenge to patterns of economic growth that bypass the poor. Three fourths of 
the world's malnourished children are Asian. If malnutrition were eliminated by 
2020, and concerted efforts could make this happen, the global prospects for 
human development and peace would be immeasurably brighter. The world would 
be a very different place. 

The consequences of chronic malnutrition, bezinning with mothers and their 
young children, are intergenerational and account for a large proportion of child 
deaths, mental disability, and less productivity among earning citizens. In low- 
income Asia, six million preschool children die each year, and more than half are 
underweight. The surviving underweight children are likely to be stunted and 
will suffer from frequent illness, have lower mental ability and achievement in 
schooling, are more likely to drop out of primary school, and earn lower wages 
as adults. As the East Asian financial crisis revealed, untreated malnutrition leaves 
mental and psychosocial scars on a generation of young children even after crises 
abate. This is how the intergenerational cycle of poverty and malnutrition 
perpetuates itself. 

Recent evidence also links the malnutrition of mothers and their young 
children to a life-long susceptibility to diet-related chronic illnesses, including 
diabetes, high blood pressure, coronary heart disezse, and cancer. Therefore, the 
poor suffer a “double burden" of disease arising from malnutrition in early life. 

In the early 1990s, notably at the World Summit for Children (WSC), Asian 
nations made bold promises to reduce maternal and child malnutrition through 
adopting better policies and programs and increasing the level of -resource 
commitments to solve the nutrition problem. Halving underweight malnutrition 
among preschoolers and the virtual elimination of micronutrient malnutrition 
(Vitamin A, iodine and iron deficiencies) were the specific WSC goals targeted 
for 2000. 

However, not enough has been done over the last decade to find affordable 
and sustainable solutions to eliminate malnutrition in low-income Asia, not least 
to raise resources commensurate to the problem. The economic costs of 
malnutrition have been to depress economic growth rates and household incomes 
substantially in most of Asia. 


Over the last several years, the Asian Development Bank (ADB) and the 
United Nations Children’s Fund (UNICEF) jointly undertook a regionwide 
assessment of how nutrition of young women and children improves and how 
additional resources should be used. The agencies acted together because Asian 
governments were making slow progress in reaching the WSC goals. 

This special double issue of the Review distills the lessons learned from 
this unique collaboration between ADB and UNICEF and offers clear direction 
to the Asian region on how to eliminate malnutrition in a cost-effective and 
sustainable manner. The volume includes regional issues papers by leading experts 
who were deeply involved as advisors to the countries involved in the study. 

Seven countries, namely, Bangladesh, Cambodia, People’s Republic of 
China, India, Pakistan, Sri Lanka, and Viet Nam, were involved in the assessment. 
The eighth country, the Philippines, withdrew. Collectively, these countries cover 
about two thirds of the world’s 150 million preschool children under five in the 
developing world. The regional project set out to build capacity for policy analysis 
and identification of investment priorities by the participating Asian countries. 
Each country prepared a ten-year investment program for progressing toward the 
WSC goals based on common investment guidelines. Each country study presents 
a nutrition situation analysis; reviews the linkages between health and nutrition 
service delivery programs and community-based interventions for children; 
analyzes supportive policies for improving nutrition (including food security 
measures, safety nets, employment and gender approaches); and lastly defines an 
improved and costed nutrition strategy with financing roles for central and local 
governments, private sector, and development partners. The country investment 
plans have been endorsed in most cases by the governments themselves and are 
being used as the basis for raising resource commitments from development 
partners. 

The lessons learned about how nutrition can improve rapidly in the Asian 
region are striking. 

First, the educated and socioenonomically empowered Asian woman is the 
key to improving the nutrition and mental acuity of young children, and that 
improvement sets in motion lifelong prospects for heightened learning and earning 
with benefit streams to families, communities, and nations. Improving women’s 
nutrition and their capacity to care for the young infant has a direct bearing on 
reaching the educational goals of Asian nations. Mainstreaming gender concerns 
is essential if nutrition programs are to succeed. Food availability and other 
traditional measures of nutrition security are much less important. 

Second, communities have a major role in supporting families to improve 
the nutrition of their children, and partnerships between local governments and 
communities are an emerging Asian trend that will determine whether the nutrition 
and human potential of the poor will improve. Community-based programs are 
successful when they involve communities in the analysis, assessment, and design 
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of locally tailored action programs to solve the nutrition problem. Decentralized 
management of programs, with generous support for social mobilization and 
nutrition information systems to aid prudent use of resources, supports 
effectiveness. Serious national political commitment to poverty reduction, as in 
Thailand where targets for improved child nutrition were published and evaluated 
and local governments were held responsible under the national Poverty 
Alleviation Program, help to link the macro-micro interface. 

Third, there are clear priorities for programs. Focus public policies and 
resources on preventing malnutrition during pregnancy and the nursing period 
and for infants under two, otherwise a syndrome of developmental impairment 
will persist across generations. Successful programs provide food, health, and 
infant care, combining service delivery and community nutrition promotion in 
centers and homes. 

Fourth, conventional food subsidies are wasteful unless they are properly 
targeted, stimulate employment, and support women's empowerment including 
microcredit programs targeted for women. Otherwise, countries and donors are 
best advised to reallocate their funds to community-based programs that are - 
gender-sensitive. Partnerships between the public and private sectors should be 
welcomed. 

Given the high economic and mortality costs of child malnutrition, the low- 
cost solutions that are well-tested and readily available, and the high returns on 
nutrition investment demonstrated in this volume, why isn't more being done to 
eliminate this tiresome obstacle to human progress? In addition to well-known 
political economy factors, there is a lack of understanding among governments 
that malnutrition is much more than a health problem, that it undermines national 
aspirations for sustained and equitable economic growth. Within most public 
sectors, there is a fragmented policy environment for making nutrition a benchmark 
of economic and social development. 

It is however remarkable that the seven countries in the regional assessment 
mobilized all relevant sectors and civil society to consider the short and long- 
term needs of their children and are now engaged in a vivid search to match 
investment to need. This offers hope that the knowledge honed through this novel 
policy process will form abiding partnerships that will retire the unseemly drama 
of chronic undernutrition and poverty for good. 


Joseph Hunt and M.G. Quibria 
Asian Development Bank 
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Abstract. Child malnutrition is pervasive and persistent in Asia, and at present rates 
it will take decades to halve the prevalence—a goal common to many national plans. 
Nutrition-oriented programs are familiar in most countries, but have far too low 
coverage and resources, which is wasteful as well as ineffective. À massive expansion 
of community-based programs is feasible, with well-established activities (usually 
including support to: antenatal care, breastfeeding, caring practices including 
complementary feeding, growth monitoring, access to health care). Networks of local 
workers, ensuring individual contact with families, are the essential feature. 
Requirements including costs are proposed. Micronutrient deficiency control 
programs must also be expanded towards universal coverage. Context is crucial to 
success, important examples being women’s status, social exclusion, political 
commitment, community organizations, and literacy; policies should be directed to 
improving these. Assessing and building local capacity, and resolving certain generic 
issues, are early priorities. 
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bout half the preschool children in Asia are malnourished, ranging from 
16 percent underweight in the People’s Republic of China (PRC) to 
64 percent in Bangladesh, and a similar percentage are deficient in one or 
more micronutrients. This burden of malnutrition exacts a huge toll in 
sickness and premature mortality, in intellectual development and future productivity. 
It is virtually all preventible. 
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Approaches to malnutrition and micronutrient deficiencies that work are known 
and can be applied. The most effective programs that have grown in Asia are com- 
munity-based and deal with a range of local needs, as well as micronutrient defi- 
ciency control programs, which have both local and central aspects. These methods 
are estimated to have good benefits related to costs, especially in the long term, when 
prevention of child malnutrition leads to healthier, better educated, and more pro- 
ductive adults. Current programs are seen to have too low coverage and level of 
resources for widespread impact, but in many cases these can be built on. Supporting 
policies are required to provide a favorable context. Of crucial importance are 
women’s status and education, social exclusion, political commitment, community 
organizations, and literacy. The main costs of program expansion are in personnel 
and training, and external finance will be needed to contribute in investing in people 
to enhance human capital. The main recommendations that emerge from the ADB- 
UNICEF Regional Technical Assistance Project on Reducing Child Malnutrition in 
Eight Asian Countries (hereafter referred to as the Project) are the following: 


(i) increase support to local programs, as well as expand micronutrient 
programs; 


(ii) analyze capacity (at national and local levels) to define gaps and needs; 


(iii) undertake policy dialogue and design supporting policies to induce a 
favorable context for nutrition and for programs; 


(iv) meet program needs in terms of organization, training, and resource mobi- 
lization; and 


(v) solve generic issues for planning and program design through research. 


The Nutrition Problem in Asia 


Poor diet and infectious disease interact to cause growth failure in children, 
physiological damage especially to the immune system, and specific clinical condi- 
tions like anemia, leading to impaired development and death. This interaction and 
its biological results are called “malnutrition”, or the “malnutrition-infection com- 
plex”. Malnutrition is the largest risk factor in the world for disability and premature 
mortality, especially in developing countries, and is entirely preventable. Eliminating 
malnutrition would cut child mortality by more than 50 percent, and reduce the 
burden of disease in developing countries by about 20 percent (Tomkins and Watson 
1989, FAO/WHO 1992, Pelletier et al. 1993, Murray and Lopez 1997). 
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Malnutrition in early childhood retards intellectual development, through both 
general and specific nutrient deficiencies, notably iodine. Some of these effects are 
irreversible, but most are preventable with current knowledge and technology. They 
have serious impacts both on individuals’ capabilities, and on socioeconomic devel- 
opment overall (Grantham-McGregor 1995, Brown and Pollitt 1996). 

Human development has emerged as a concept that focuses the overall aims 
and aspirations of development efforts, and “weaves development around people, not 
people around development”. Adequate nutrition is an integral part of human devel- 
opment. Indeed, nutritional criteria are used to measure human development; for 
example the United Nations Development Programme’s (UNDP) “capability poverty 
measure” uses nutritional status as one of three components. In concrete terms, good 
nutrition leads to fitter and better educated people. Malnutrition in childhood, even if 
later corrected, affects educability and eventual school achievements. Nutrition thus 
improves human capital. This effect extends to future generations: much child 
developmental failure is perpetuated because small baby girls grow up to become 
small mothers, in turn having low birth weight infants. Breaking this inter- 
generational cycle requires ensuring better growth, health, and nutrition throughout 
the lifecycle, particularly for women. This is urgent, especially in Asia, as nearly one 
third of babies are underweight, and more than half the adult women in South Asia 
weigh less than 45kg, the level at which risk in utero and on delivery increases 
rapidly. The persistence of malnutrition 1s a waste of human potential, and reducing 
it represents a great opportunity for bringing resources to bear on people-centered 
development, alleviating suffering and increasing productivity—as an investment, in 
other words (UNDP 1992, UNDP 1996, ACC/SCN 1992, Brown and Pollitt 1997). 

Both economic growth and human development must proceed together for 
either to be sustainable. Countries like Egypt, Mexico, and Brazil have achieved high 
economic growth rates in the past, but because little was done for human develop- 
ment, this growth was not sustainable. Other countries, such as Tanzania, have 
achieved high levels of human development, despite poverty; but because Tanzania 
failed to grow economically, social services broke down, and the growth could not be 
sustained. Only those countries that have combined investment in human develop- 
ment through public services and investment in production have achieved high 
growth rates in both economic and human development; in other words, sustained 
development. Japan, Korea, and Malaysia are examples of this achievement 
(UNICEF 1999). 

Everyone has a right to adequate nutritional status. Nutrition is a prerequisite 
for human development, and therefore for development as a whole. This is recog- 
nized in many key conventions and international agreements, from the United 
Nations' (UN) Declaration of Human Rights to the Convention on the Rights of the 
Child. Both the causes and the consequences of malnutrition impinge on human 
rights. The deprivations that directly cause malnutrition—hunger, ill health, and 
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neglect—must be prevented in any humane society. Their converse is food, health, 
and care, which form the focus of the United Nations Children’s Fund’s (UNICEF) 
strategy and are central to the improvement of nutrition in Asia. Recognizing chil- 
dren’s rights means that all parts of society are obligated to realize them (Jonsson 
1996). 

Reducing malnutrition brings multiple benefits. Mortality and disability (calcu- 
lated as disability affected life years [DALYs] lost) would be reduced by eliminating 
mainutrition by 20-30 percent in Asia. The economic benefits from preventing lost 
production and ill health due to malnutrition are estimated to be substantial, certainly 
greater than the investment required to reduce malnutrition (the benefit-cost ratios are 
considerably greater than one). Improving intellectual and physical abilities—human 
capital—is important in its own right, and will ensure sustainability. Many of these 
economic benefits are long-term, being realized in adults following prevention of 
malnutrition in childhood. They are thus a long-term investment, analogous to other 
investments in people, like education (Mason et al. 1995, Phillips and Sanghvi 1996). 

The immediate causes of malnutrition are poor diet and infectious disease, and 
underlying these are inadequacies of food security (Bouis 1999), caring practices 
(Engle 1999), and basic health services. This is shown as part of Figure 1, which 
provides the conceptual framework for understanding the causes of nutrition prob- 
lems in society. Interventions can also be seen in relation to the life cycle: specific 
interventions are appropriate during pregnancy and lactation, for the infant and child, 
through adolescence, adulthood, and into old age. Many of these are now seen to 
involve care of children and women, stemming from the UNICEF (1990) framework, 
and adopted by the International Conference on Nutrition (FAO/WHO 1992). These 
concepts are elaborated in other papers in this issue.’ 

The present situation in the study countries—here synthesized from country re- 
ports” commissioned from institutions in each country—can be described in terms of 
indicators of malnutrition, and of causal factors that may then be addressed by 
programs and supporting policies. 

In Asian countries, about half the preschool children are underweight—the 
usual measure of general malnutrition—and this is the highest level in the world. 
With the large population share, some 120 million children are malnourished, three 
quarters of the global total. The distribution of malnutrition among the eight Asian 


'See papers in this issue by Bouis and Hunt (1999) on food and nutrition security; Engle (1999) on caring 
practices; Haddad (1999) on women’s status; Horton (1999) on opportunities for investment in nutrition; Mason, 
Mannar, and Mock (1999) on micronutrients; Mock and Mason (1999) on information systems; Tontisirin and 
Gillespie (1999) on community-based programs. 

Information in this section is from the country reports, and from the overview paper chapters 2 & 3 (Mason, 
Hunt et al. 2001). Country report references are: ADB (1998) for People’s Republic of China; Administrative Staff 
College of India (1997); Applied Economics Research Centre (1998); Government of Cambodia (1998); Government 
of Sri Lanka (1997); Government of Viet Nam (1998); INFS and Department of Economics, University of Dhaka 
(1998). Data for the Philippines (which eventually withdrew from the Project) is retained from a report prepared for 
this purpose (Guillermo-Tuazon and Briones 1997). 
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countries is displayed in Figure 2. Here the prevalences are on the vertical axis, 
ranging from 16 percent in the PRC to 64 percent in Bangladesh, and the child 
population is on the horizontal axis: this means that the area shown for each country 
is proportional to the numbers underweight. The predominance of India, with an 
estimated 62 million underweight children, is evident, as is the continued problem in 
the PRC, with 17 million underweight. At the same time, high prevalences persist in 
Bangladesh, Cambodia, and Pakistan, all above 40 percent (data from Mason, 
Hunt et al. 2001, ch. 1). 


Figure 1: Conceptual Framework for the Causes of Malnutrition in Society 
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Figure 2: Underweight Prevalences and Numbers in Preschool Children 
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Note: Children aged 0-5 years, < -2 SDs by NCHS/WHO standards. 


Trends in underweight prevalences can be estimated from recent observations, 
and converted to likely projections into the future if similar changes continue (for 
instance with economic growth, developments in education, and so forth). Targets 
originally set at the World Summit for Children aimed at halving the prevalence of 
underweight, and nearly eliminating vitamin A and iodine deficiencies by the year 
2000 (UN 1990). We can estimate the years in which this halving is expected to 
occur at the present rate, without significant additional actions. These are illustrated 
in Figure 3, using linear estimates of the underlying trend, in percentage points per 
year (proportional changes give longer estimates, but the same ranking); the expected 
rates are shown, ranging from 0.3-0.8 percentage points per year reduction, with 
0.5 percent per year typical. These estimates do not take into account recent evidence 
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of a slowdown in malnutrition improvement rates, as well as the impact of the Asian 
financial crisis, so are likely to be optimistic. At one end of the scale, Bangladesh is 
projected to halve the prevalence of underweight, at this rate, in around 70 years (by 
2070); Cambodia might be similar, but trends are not known. Most countries are 
projected to take 30-40 years. At the other end, the PRC is projected to reach this 
target by 2008. Even the lower-prevalence countries will still see a considerable 
number of children die and fail to develop as a result of malnutrition, and in the 
higher prevalence countries the waste and suffering implicit should be quite unac- 
ceptable. A major acceleration in the improvement rate is needed, of around an 
additional 1 to 2 percent per year, sustained over decades. An example of how this 
would look is shown in Figure 3c, for Bangladesh, the prevalence of underweight 
would be halved in about 15 years (at 2 percent per year improvement). How to 
achieve this acceleration is what the country studies are about. 


Figure 3a: Years to Halve Prevalences of Underweight Preschool Children 
at Present Rates, South Asian Countries 
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Figure 3b: Years to Halve Prevalences of Underweight Preschool 
Children at Present Rates, Southeast Asian Countries 
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Note: Rates of change are estimated from recent observed trends. 


Figure 3c: Years to Halve Prevalences of Underweight Preschool 
Children at Present Rates, Bangladesh 
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One demonstration that malnutrition is far from inevitable is the wide variation 
within countries. The underweight prevalence at least doubles between best-off and 
worst-off areas. As examples, in India the best state is at 28 percent, the worst at 
63 percent; in Viet Nam, underweight prevalence in different provinces range from 
33 to 58 percent; in rural PRC from 7 to 27 percent. Differences are seen by income 
group as well (quintiles here): 19 percent (lowest quintile) vs. 43 percent (highest) in 
Sri Lanka; 29 vs. 69 percent in Viet Nam, as examples. Similar divergence is seen by 
location (urban or rural), season, education level, and other factors. This emphasizes 
that nutrition is in no way inherent in the population. Nutrition will improve with 
socioeconomic development, but this will take decades and investments in deliberate 
measures can be effective and are needed now (Mason, Hunt et al. 2001, Table 1.2). 

Children are at risk even before birth, and birth weight has a strong effect on 
subsequent development. The correspondence between reported levels of low birth 
weight and underweight in these countries is striking—-see Figure 4. Eliminating low 
birth weight for a generation would probably eliminate underweight for all time. 


Figure 4: Relation of Birthweight and Preschool Underweight in Asia 
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Micronutrient deficiencies, measured by specific signs, are very widespread, in 
fact more so than general malnutrition, in part because the poor first meet energy 
needs, and the cheapest energy sources are the lowest in micronutrients (Allen 1994). 
The three of most concern are vitamin A deficiency (VAD), iron deficiency, usually 
assessed as anemia, and iodine deficiency disorders (IDDs). Each of these has 
different characteristics. In general, deficiencies of vitamin A and iodine are 
decreasing worldwide, while anemia appears to be showing no improvement. Recent 
estimates of the extent of the main deficiencies are given in Table 1 
(MI/UNICEF/Tulane 1998, IOM/NAS 1998, Mason, Sethuraman et al. 1999).. 

Vitamin A deficiency in clinical form is relatively rare and decreasing steadily, 
but subclinical deficiency, as assessed by low serum retinol, affects from 10 to 
30 percent of children. Subclinical deficiency is dangerous, and studies have demon- 
strated that vitamin A supplementation in populations with such levels of deficiency 
can produce major reductions, by about one quarter in child mortality, and half in 
maternal mortality. While current trends are improving, it will still take several 
decades to eliminate the problem without renewed efforts (Mason, Hunt et al. 2001, 
Table 1.3; Beaton et al. 1993; Underwood 1998; West et al. 1999). 

In contrast, anemia resulting from iron deficiency is highly prevalent and 
showing no signs of declining in Asia. More than half the women of reproductive 
age are anemic, and children are similarly affected (Table 1). Iron deficiency also 
causes impaired cognitive development. Iron deficiency presents a particular chal- 
lenge because not only is it the most widespread deficiency, but also effective 
interventions are not yet well established. There is no fundamental reason why these 
should not be developed, but this will require determination and investment in 
research (Mason, Hunt et al. 2001, Table 1.4; Viteri 1998). 

Iodine deficiency disorders, usually assessed by goiter, have a prevalence of 20- 
50 percent in the population in Asia (Table 1); subclinical deficiencies are even more 
common and carry a risk of disability, most worryingly to the unborn child. In 
populations with high prevalences of goiter, it has been calculated that iodine defi- 
ciency depresses IQ by an average of 13 points. The deficiency is decreasing with the 
expansion of iodization of the salt supply, now available to well over half the popu- 
lation. Quality control is now the key issue, and empowering communities to monitor 
their salt supply with testing kits is a promising contribution to solving this problem 
(Mason, Hunt et al. 2001, Table 1.5; Bleichrodt et al. 1996; Stanbury 1998). 

Many people undoubtedly suffer from multiple deficiencies. Estimates of the 
numbers thus affected by region are suggested in Table 1. Few direct estimates of 
multiple deficiencies have been made, and the range is based on assumptions: that for 
the lower end that there is no correlation, and at the top end that there is complete 
overlap. The truth should be within this range, probably nearer the higher end. Thus 
estimates of 27-36 percent of children in South Asia (including Bangladesh, India, 
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Pakistan, and Sri Lanka) and 4-18 percent of those in the East Asia/Pacific (WHO) 
region (Cambodia, PRC, Philippines, Viet Nam) probably represent the range of 
prevalences with at least two deficiencies, amounting to some 50-90 million children 
(Mason, Mannar, and Mock 1999). 

Nutrients often interact: for example both iron and vitamin A are needed to pre- 
vent anemia (Schultink and Gross 1996). Thus provision of micronutrients singly 
may not be effective, and programmatically makes sense only in a few specific cases 
(like massive vitamin A doses). Multiple micronutrient supplementation and fortifi- 
cation of staples and complementary foods is thus indicated on both biological and 
operational grounds. 

Underlying causes of malnutrition can be measured, and these both help to 
explain the situation, and point to opportunities for intervention. Access to antenatal 
care, birth delivery by trained staff, and immunization coverage, as examples, 
indicate many unmet needs among the populations. Antenatal care is reportedly as 
low as 17 percent in rural Pakistan, compared with 90 percent in PRC, Sri Lanka, 
and Viet Nam. Measles immunization was still below 50 percent in rural India, 
Pakistan, and Cambodia in the mid-90s. Rural areas in the South Asian countries 
have very limited access to adequate sanitation (about 20 percent). While access to 
safe water is better and has been rising, it is still only 30-50 percent in rural 
Cambodia, PRC, and Viet Nam. Education itself is a crucial factor in improving 
nutrition, particularly for women; and the ratio of female/male secondary school 
enrollment is an indicator of women’s status. This ratio is about 0.5 in Bangladesh, 
India, and Pakistan, and near 1.0 in the other countries, starkly reflecting differences 
in women's status with major importance for the context of nutrition programs 
(Mason, Hunt et al. 2001, Tables 1.6, 1.7). 

Nutrition-relevant actions need to address the underlying causes, both because 
they affect the success of programs, and because of their effects in their own right. 
Successful nutrition policies and programs will thus tend to include components 
having broader impact at the local level, on health, environment, and community 
development. While such programs may not be undertaken solely for nutritional 
reasons, there is a convergence toward multifaceted activities that should be attrac- 
tive investments from several points of view. 


Possibilities for Achieving Major Reductions in Malnutrition 


Rapid rates of nutrition and health improvement have been achieved in certain 
places and times, in Asia and elsewhere. Understanding these successes supports the 
idea that major reductions in malnutrition could be realized more widely. These have 
all come about with a combination of favorable context and deliberate Jocal actions, 
and are not primarily dependent on overcoming poverty. Kerala is as poor as other 
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Indian states, but has half the malnutrition prevalence, and much higher levels of 
women's education, literacy, and access to services. In Thailand in the 1980s and 
early 1990s, malnutrition was reduced from around 40 percent to less than 
10 percent, and much of this preceded the economic take-off. Steady progress, from a 
worse situation, took place in Indonesia. Experiences elsewhere confirm what can be 
done: for instance in Costa Rica malnutrition has essentially been eliminated; and in 
Tanzania, despite severe poverty, significant reductions were achieved (Gillespie, 
Mason, and Martorell 1996; Munoz and Scrimshaw 1995). 

The common feature of these successes is that the ratio of local workers to 
families is high enough for individual contact to begin to solve the problems. This is 
probably the single most important conclusion. It has been supported by smaller scale 
studies within Asia, and is implicit in the country studies, because all the promising 
programs reported (many at pilot scale) have this feature. It makes sense, too, since 
the social services in industrialized countries (notably in Europe) essentially operate 
in this way, through individual contact, supported by the state. From this premise, the 
capacity to establish the required structure for major improvement can be worked 
out. The ideas now use the terminology of "facilitators", as the local level govern- 
ment or NGO employees, and “mobilizers”, as the village level workers, often 
volunteers. Mobilizers function as part of community organizations, supported by 
facilitators who act as the interface with the community leaders. This concept under- 
pinned the Thai programs, and here is generalized, based on this, for the region in 
Figure 5 (Jonsson 1995, Tontisirin and Gillespie 1999, Winichagoon et al. 1992). 

Of particular importance are the ratios of facilitators and mobilizers to each 
other and to population that are estimated to be required for programs to be effective. 
These are: facilitators to mobilizers 1:10-20; mobilizers to families 1:10-20; thus 
mobilizers to population 1:50 - 100; and facilitators to population 1:500-2000. These 
ratios were reached in Thailand by the early 1990s, when nearly 1 percent of the 
population (500,000 people) were trained as village health workers. A similar ratio of 
mobilizers to families was reported from Indonesia, through the posyandu system 
(village level health and nutrition posts). In other countries, such as Cambodia and 
Viet Nam, substantial numbers of potential facilitators exist, and the gap is more of 
Workers at the village level. Reaching these ratios is likely to be a necessary, 
although not alone sufficient, condition for attaining rapid reductions in malnutrition 
(Tontisirin and Winichagoon 1999). 

Results from national and regional community-based programs show a pattern 
of rapid initial fall in overall underweight, with near elimination of severe cases. The 
initial drop may be up to 10 percentage points within the first year or so. After this 
initial fall (the precise cause of which is not known), the trend flattens out to give a 
slower but sustained reduction of 1-3 pp/year. This pattern was seen in Thailand, in 
Tanzania (Iringa and other program regions), India, and very recently with the 
Bangladesh Integrated Nutrition Project (BINP) (unpublished results). The fall in 
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-underweight prevalences (severe and moderate) takes place at the same time as, or 
sometimes just prior to, an increase in the proportion of normal weight children, 
showing that the programs are benefiting the whole child population (Kachondham, 
Winichagoon, and Tontisirin 1992; Winichagoon et al. 1992; Kavishe 1992; and 
Measham and Chatterjee 1999, Tables 2 and 20). 


Figure 5: Support Structure for Community-based Programs, based on Thailand's 
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Most of this experience is from rural areas, and most thinking still defaults onto 
the village as the focus of community-based programs. In the ideas from the country 
studies themselves, rural areas predominate. However, urbanization is rapidly shift- 
ing the problems of malnutrition to towns and cities, and simply transferring some of 
the concepts is not always feasible. For example, the community may be very differ- 
ently perceived, and the organization of community-based programs quite distinct, in 
urban compared to rural areas. The questions arise of how nutrition can be improved 
in urban areas, and how approaches developed in rural settings can be transferred. 

The second way in which major reductions in malnutrition have been achieved 
is through micronutrient deficiency control programs. This applies particularly to 
vitamin A and iodine deficiencies. In the early 1990s, distribution of high doses of 
vitamin A, as capsules or dispensed in oil (India) for administration once every six 
months, expanded dramatically to the point that by 1996 roughly enough were 
available to cover the needs of all children in Asia. The exceptions were in Pakistan 
and Sri Lanka, where the problem at that time had not been fully recognized. The 
emerging importance of subclinical vitamin A deficiency, affecting many more 
children (about one third), means that even if capsule coverage cannot be complete, it 
will still reach a significant proportion of those at risk. Persisting with high-dose 
capsule distribution and other means of supplementation, and pursuing opportunities 
for fortification (which is how the deficiency has been overcome in the industrialized 
world), can undoubtedly sustain progress toward the eventual elimination of vitamin 
A deficiency. For iron, research is likely to lead to means of fortifying widely- 
consumed foods such as rice, and this can be expanded without delay. 
(MI/UNICEF/Tulane 1998). 

The salt supply in Asia is becoming universally iodized, which will eventually 
eliminate iodine deficiency disorders. But there is still a long way to go, and quality 
control at the community and other levels is urgently needed. Nonetheless, there has 
been much success, by 1997 on average 60 percent of the salt supply was iodized, 
and a similar proportion of households was estimated to be using iodized salt. This is 
a huge increase in coverage in just a few years—in fact many countries only started 
salt iodization during the 1990s. Coverage continues to increase, and is bringing 
about a transformation in the situation. Often this expansion is supported by external 
finance to public-private sector partnerships; for example a World Bank loan has 
helped the PRC reach 95 percent coverage with iodized salt (UNICEF 1998). 

A move toward multiple micronutrient supplementation, on a daily or weekly 
basis, while more difficult than infrequent massive vitamin A doses or iodization of 
salt, is efficacious at pilot level and can be expected to bring populationwide results. 
Similar considerations apply to multiple fortification. 

The key to effective programs is the context in which they operate. We have 
seen that the successful experiences were built on a favorable base, which depended 
on factors such as women's status and education, and the existence of suitable 
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community organizations and structures. In other cases, the situation is less favor- 
able—where groups are socially excluded, and societies are fractured by caste and 
class. In some cases, policy decisions and their implementation can modify the 
situation. There are many social environments in Asia where the context is already 
favorable, and the ground is fertile for rapid expansion of programs: PRC, Sri Lanka, 
and Viet Nam, for example. These provide readymade opportunities for investment 
in programs. In others, some initial policy actions may be needed, and programs may 
have to be tailored to the constraints while the environment changes. But there is no 
doubt about the potential for effective local programs, plus some more centrally run 
initiatives especially in the micronutrient field, to accelerate malnutrition reduction 
(Mason, Hunt et al. 2001, ch. 3). 

Urban or rural environment is a particular example of context. Programs will 
need to be adapted because of differing environmental and social factors, and organ- 
izational aspects. For example, the equivalent of the village and the health/nutrition 
worker is not always clear; and the equivalent of the community may be better 
defined in terms of people working together but not necessarily living in the same 
place. 

The level of effort required to accelerate nutritional improvement can be esti- 
mated in principle. In terms of numbers of trained people required, the facilitator and 
mobilizer ratios discussed above provide some guidance. Financially, estimates are 
that programs take somewhere in the range of US$5-15 per participant per year (if 
supplementary food is not used, which roughly doubles the cost). Knowing the 
population affected, and taking some account of current likely efforts (assessed in 
more detail from the country reports later), we can estimate, for all the countries 
considered in the Project, that around $1,000 million per year of additional invest- 
ment over a ten-year period would be likely to bring substantial impact, getting on 
for the target of halving the prevalence of malnutrition in this time. This would bring 
expenditure per child per year up to US$5 from the estimated present levels (see next 
section). In addition, support to micronutrient programs, notably vitamin A and 
iodine, would need an estimated $110 million per year. For iron, prior research is 
warranted, at lesser cost, before implementation of deficiency control programs. 

In terms of people for implementing programs, a conservative calculation (at 
1:20 mobilizers:families, and 1:20 facilitators:mobilizers) gives a figure of 26 million 
people to be trained at community level, with more than 1 million facilitators. 

These numbers are to give starting in-principle estimates and will be returned to 
later in the light of the programs proposed by countries. Focusing on five countries 
(Bangladesh, Cambodia, Pakistan, Sri Lanka, and Viet Nam) gives estimates, from 
these population-based calculations, of $180 million per year, 3.6 million mobilizers, 
and 180 million facilitators. 


<. 
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Current Policies and Programs and Future Opportunities 


Programs aimed at reducing general malnutrition (usually measured as child 
growth failure) are familiar and quite widespread in Asia, but usually not very 
effective. This is partly due to inadequate resources, partly due to varying coverage 
(which relates also to targeting), and in some cases to a need to rethink program 
content. As a basis for identifying opportunities for future investment in nutrition, 
current programs were chosen for review either as large-scale efforts that could be 
built on, or as smaller-scale and pilot projects that might be particularly informative 
for planning. 

For example, in Bangladesh, the World Bank-supported Bangladesh Integrated 
Nutrition Project (BINP) aimed to cover about 7 percent of the population in the first 
few years at an intensity of about 1 mobilizer per 200 children (although this was not 
reached), at US$18 per child per year. Potentially relevant national programs (for 
family welfare, diarrheal disease control) have around 50 percent coverage but a 
much lower intensity. In India, the Integrated Child Development Services (ICDS) 
reached 74 percent of the blocks in the country, but with low intensity, whereas the 
Tamil Nadu Integrated Nutrition project (TINP, also World Bank supported) was 
much more focused, with 1 mobilizer per 300 children, and costing US$9 per head 
per year. Similar patterns of coverage and intensity are seen in most of the countries. 
For instance, the Community Action for Social Development in Cambodia covers 
around 20 percent of villages; in Viet Nam the National Program for PEM Control 
covered 15 percent of children. Expenditures in national (or wide-scale, primarily 
government-supported) programs, was generally around US$0.5-2 per child per year, 
which is probably too low to give a major impact (Mason, Hunt et al. 2001, ch. 2). 

While evaluation results are scarce, some principles can be applied here. One 
important principle is that the response in terms of improved nutrition is probably not 
linearly related to program inputs. A critical level of effort is likely to be needed 
before useful results can be achieved, and if too low a level of resources is used, no 
impact may be achieved. If this is so, it is not that the problem is simply solved more 
slowly, but that resources may be wasted and not much gained. This is the risk at the 
low levels of resources, as worker to child ratios or US$ per child per year, seen in 
national programs. Theoretically, targeting may help. But, in practice, it seems that, 
first, little effective targeting toward the most needy is achieved; and second, the 
more common aim is to try to expand toward national coverage, and only when that 
is being reached and improvements are established, to begin to concentrate resources 
down by targeting. This may not be in line with common theory, but seems to 
happen, and again Thailand is a good example where this was indeed the pattern 
(Winichagoon et al. 1992) 

The content of local nutrition programs is fairly stable and similar across coun- 
tries. The main evolution recently is to focus more at an earlier stage in the life cycle, 
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with increased attention to antenatal care, birth weight and infancy, and women’s 
status, nutrition, and health. The more crucial shift is the realization that the key 
factor is how local programs are run, typically by local community organizations, 
often with local government. Common factors in most programs, at present and 
proposed, tend to be the following: women’s health and nutrition; antenatal care; 
support for breastfeeding (initiation, exclusive for four to six months, continuing into 
the second year); complementary feeding practices (introduction of suitable foods at 
four to six months—for a large proportion of babies in Asia this is delayed to nine 
months or later); growth monitoring as feasible, including birth weight; micronutrient 
supplementation (high-dose vitamin A capsules, iron/folate, now starting to move to 
multiple micronutrient supplements); ensuring immunization, access to oral rehydra- 
tion for acute diarrhea; and deworming. Support for the infant formula code, fortifi- 
cation, and nutrition information systems are important components more centrally. 
These activities may also be undertaken in health facilities (sometimes supported by 
the IMCI program), and in schools (WHO 1997). 

Supporting policies are needed for several purposes, including to facilitate and 
commit resources to programs; to affect context; to release funds that could be better 
spent (e.g., instead of on inappropriate food subsidies); and to address the funda- 
mental causes of malnutrition. In many cases, the policy decisions appear to have 
been made but not implemented, often by not being funded. Policies addressing 
women's concerns in Pakistan are a case in point—they are on the books, but have 
not been vigorously applied according to the country report. Much stress must be put 
on inappropriate context, and the need for policies to change it where necessary. 
Here, five factors emerged as particularly significant: women's status, social exclu- 
sion, political commitment, community organizations, and literacy. Of these, social 
exclusion was perhaps the newest concern. Significant parts of the populations in 
Asia are so much out of the mainstream—for instance in remote areas (Cambodia, 
Viet Nam), excluded by social discrimination (India, Pakistan), or as migrant work- 
ers (the PRC)—that even if services and programs are strengthened, they do not or 
cannot make use of them or participate. This seems crucial, even though the practical 
solutions are unclear, at least in the short term. 

However, awareness of such issues may now be increasing, and it might be 
possible to initiate a policy dialogue between the government concerned and the 
potential lending agency that will promote an appropriate level of investment. 

In strategic terms, regarding potential investment of internal and external re- 
sources, we can distinguish three types of situation in terms of program design and 
supporting policies: 


(i) Lack of resources—when it is correctly understood what to do, decisions 
have been made, but resources are inadequate: this is a clear opportunity 
for investment (provided the likely return is attractive, which it is here). 
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(ii) Lack of policies—when it is known what to do, but the policies needed 
are not decided. Dialogue to move on policy decisions is the obvious 
option for the agencies concerned, then this again becomes an investment 
prospect. A subset of this is when some contextual factors cannot be 
changed (or not soon enough) by policy, then programs may have to be 
targeted to groups with a more favorable context, and/or programs redes- 
igned to take account of negative contextual factors. The principle, clearly, 
is to foster the participation of those who can respond, otherwise there will 
be no effect. 


(iui) Lack of knowledge—when it is not clear what to do, and research is indi- 
- cated. Iron fortification is a case here, but there are broader examples— 
social exclusion perhaps. These situations may co-exist in a country, and in- 
deed do across the countries studied in the Project. Deciding which set of 
conditions applies is itself an important early step. 


Some country examples of this categorization are given in Mason, Jonsson, and 
Csete (1995). i 

An issue that now arises concerns who should invest, and in what type of ex- 
penditure. Investment in human capital is likely to have an attractive benefit-cost 
ratio, notably in the long term since interventions in early childhood (and in utero) 
yield economic benefits during productive adult life. This is similar to investing in 
education, and indeed has similar benefits for society beyond the individual involved. 
Country reports put the benefit-cost ratios between 1 and 6 (Mason, Hunt et al. 2001, 
ch. 5). Agency and government policies impinge on the level and type of investment 
that can be made. The level of investment envisaged may be moderate in relation to 
GDP (around 0.1-0.5 percent), but is more substantial when related to governmental 
social sector budgets (e.g., 5-10 percent of health budgets, typically) (Mason, Hunt et 
al. 2001, Table 2.3, ch. 5). While some reallocation of national resources may be 
applied, the country proposals generally envisage a significant proportion to be 
provided by external finance. | 

The proposed projects focus on local programs, and most of the activities and 
costs (perhaps two thirds) are for remuneration of people working at the local level. 
The facilitators are employees, while the mobilizers may be primarily volunteers, 
although some costs for incentives should be envisaged. This raises some issues for 
those considering external financing, as the tendency among lenders is to avoid 
recurrent costs such as those for personnel. This needs to be addressed: a program is 
being considered which should generate economic returns acceptable in investment 
terms, from increased productivity and decreased losses due to ill-health and prema- 
ture mortality. From this standpoint, it is fairly comparable with other investments in 
which much of the funds invested go to people's wages. So the issue may be more 
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the recurrent nature, which we should examine. A 20-year investment in nutrition 
would tend to become self-sustaining in the sense that the benefits will begin to be 
realized toward the end of this period, and thus the economic returns in theory would 
support the continuation of the program. Better than that, the intergenerational effect 
will begin to apply over this time, so malnutrition will begin to diminish 
multiplicatively. 

United Nations agencies and nongovernment organizations (NGOs) are more 
familiar with support for recurrent personnel costs than IFIs, in part precisely because 
they tend to work more with the social sector, and more at local levels. This was part 
of the rationale for the collaboration between ADB and UNICEF in the development 
of the Project. Further imaginative collaboration on these lines might help address 
this issue. In any event, the issue of financing recurrent personnel costs needs to be 
recognized as quite central, and resolved. 

In sum, the proposed activities are likely to represent an economically justifi- 
able long-term investment. In many cases, external finance will be needed; this may 
be of a somewhat nontraditional nature for the ADB (or other international financial 
institutions); so some innovative and far-sighted policy decisions may be required. 


Some Key Issues in Nutrition and Development Strategy 


Understanding of both nutrition and the broader development context has ad- 
vanced in recent years, which improves the prospects for success. Here are some 
issues pertinent to nutrition actions in Asia. 

Attention has shifted to intrauterine growth and the development of the infant 
and young child. The implications of impaired biological development go well 
beyond growth (which may best be seen as a marker rather than as the objective 
itself), since intellect and educability may be affected by malnutrition. This shift in 
thinking stresses the need to ensure good nutrition from conception onwards, as 
recent research suggests that malnutrition in utero may impair organ development, 
predisposing to chronic noncommunicable diseases in later life (diabetes, hyperten- 
sion, cardiovascular disease, and stroke). Diabetes is typically the first of these to 
appear, and alarming levels of diabetes and impaired glucose tolerance are being 
reported among adult populations (e.g., in Pakistan). Connected to this, the persis- 
tence of effects from parent to child is now recognized as contributing to malnutri- 
tion, so that the need to cut the intergenerational cycle is becoming a policy objective 
(UNICEF 1998, Barker 1995, Jervell 1995, Shera et al. 1995.) 

Concerns for biological damage, with new research on the role of specific nu- 
trients in the diet, lead to a more complex view of nutrition. A preoccupation with 
dietary energy intake is misleading. Dietary quality issues cannot be left to take care 
of themselves if total food energy intake is adequate. For instance, most children in 
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Asia grow in jumps, with periods of tissue loss from sickness followed by catch-up 
growth. Tissue loss means nutrient loss which must be replaced from a better quality 
diet. Interactions between nutrients must be taken into account, for example, pre- 
venting anemia needs both vitamin A and iron (Savage King and Burgess 1993, 
Schultink and Gross 1996). 

The care of children has emerged as crucial, both in the more obvious way, for 
feeding and hygiene, but now also considering the direct effects of stimulation and 
affection on growth and development. Equally, care for women, including alleviating 
work loads and burdens on time, is of high priority. Support for caring practices is 
now included in all effective nutrition programs (Engle 1999). 

Political and social factors impinge on issues from the role of the state to that of 
families. Many nutrition and health problems affect more than the individual con- 
cerned, so there is a gain to society from fixing them. Equally, without society 
undertaking some responsibility, the poor have less chance—education is a well- 
known parallel. Thus the effective involvement of the state is important. At the same 
time, it is recognized that most of the resources for change are with families and 
communities, and the policy should be to build on these resources through a synergy 
of central and local efforts (“top-down” and “bottom-up”). Communication and 
connectedness within and between communities is an engine for change (Kauffman 
1995; Gillespie, Mason, and Martorell 1996, ch. 6; Jonsson 1997). 

Policies for improving nutrition should strike a balance between the more tech- 
nology-driven interventions (particularly for micronutrients) and those that depend 
on local programs with individual contact, which focus on behavior and simple 
interventions. Both the center and the local level have strengths to contribute: the 
center for supporting policies, for supplies, training, etc; the local for implementa- 
tion, motivation, and organization. 

Programs are less differentiated at the local level, if they meet local needs. 
Fragmentation into nutrition, health, or community development is not very helpful 
to communities; and thus efforts must be made to minimize bureaucratic divisions as 
they impinge on local organizations. The most effective programs that have grown up 
in Asia are multi-faceted, dealing with a range of local needs. 

Nonetheless, governments (and agencies) are organized by sectors. Where an 


outcome, such as nutrition, is affected by the actions and priorities of a number of 


sectors, issues of organization between the sectors arise and roles must be defined. 
Similar considerations apply to gender, environmental, and population concerns. 
Thus food security relates particularly to agriculture and to economic development 
and employment; health services and environment relate to health and to public 
works for water and sanitation. Influences on caring practices pervade many sectors, 
and are particularly related to women’s status and education. Education has a key 
role throughout. In specific country conditions the more precise roles can be deter- 
mined, and this framework can provide a basis for discussion. 
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In considering support for nutrition programs, external agencies need to decide 
whether these should be self-standing or integrated into broader activities. In princi- 
ple, linkage with other sectors is clearly better than going it alone in terms of sharing 
of effort and sustainability. The main counter argument is that nutrition concerns may 
tend to get submerged, and until the procedures are established and no longer need to 
be innovative, they may flourish better as self-standing, narrower focus projects. This 
may apply in some specific instances, but in the long run, multifaceted programs 
have to be supported. 


Recommendations on Policies and Programs for the Next Ten Years 


The country studies have put forward two complementary types of approach. 
Both these need support and better calculation of resource needs. Local programs 
through community organizations must be massively expanded, with input from 
facility-based resources. Micronutrient deficiency control programs, usually linked to 
the local programs, must be sustained and new approaches (notably multiple micro- 
nutrient fortification and supplementation) researched and adopted. Making the 
decisions to undertake these actions, and to support the steps leading to their success- 
ful planning and implementation, thus constitute the major recommendations here. 


Massive Increases in Support for Local Programs 


Nutrition programs presently cover a fraction of those in need, thus a huge 
expansion is a precondition for making significant inroads into the problem. It is 
known that programs can have this impact under the right conditions. A decision- 
in-principle to support an expansion of this magnitude, with appropriate intensity of 
resource application and concern for the most effective program content and organi- 
zation, is thus an early necessary step. This must take into account the resource 
implications of finance and personnel and training needs, and the investment will 
need to be phased in over time. 

An order-of-magnitude summary of financial resources required for local pro- 
grams is given in Table 2. This combines the in-principle calculations discussed 
earlier with the proposals in the country reports. The country studies had several 
objectives which differed by country; the involvement of India and PRC was seen 
primarily as policy studies; the PRC’s estimates were primarily for training at sub- 
national level, hence are not compared with the other figures. 
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Table 2: Estimates of Resource Needs for National Community-based Programs 





Additional Funds Needed, 


$ millions/year 
—MMÀ————— Intensity 
Calculated from Proposed in — Proposed in 
Country Population Population" Country Reports Country Reports, 
(m, 1996) ($) ($) as $/child/year 
Bangladesh 120 60 m 89m 4 
India 945 478 m 1380 m 10 
Pakistan 140 70 m 46 m 2 
Cambodia 10 4m 9m 6 
Viet Nam 75 25m 5m 0.4 
Sri Lanka 18 5m 9m 3 
Philippines 69 20m NA NA 
PRC 1232 250 m ($15 m) (0.5) 
Total 2609 907 m 1553 m 
Bangladesh, Pakistan, 
Cambodia, Viet Nam, 
Sri Lanka 363 164 m 158 m 
Notes: 


? Assumes: unmet needs for 50% of children in Bangladesh, India, Pakistan; 40% in Cambodia, Viet Nam, Sri Lanka; 
30% in PRC; funds calculated as $5/child/year for those with unmet needs. 
Thus for viewing the resource implications, it makes sense to look in most detail at Bangladesh, Cambodia, 
Pakistan, Sri Lanka, and Viet Nam, as given at the bottom of Table 2. Around US$160 million per year is the 
estimated funding required (calculated from population figures) for Bangladesh, Cambodia, Pakistan, Sri Lanka, and 
Viet Nam. This becomes about US$180 million per year with micronutrient program needs. Similar estimates 
emerge from the country report proposals. However, these envisage wider coverage, and the resource needs for 
significant impact may be underestimated judging by the intensity figures (US$ per child per year) in the last 
column. The proposed finances are generally less than needed in principle (based on USS$5 per child per year), 
except for Cambodia and India—although the proposals do not always distinguish between new and add-on funding 
for that already in place or expected. Still, the overall picture can be broadly interpreted, which should be enough to 
lead to more detailed country planning. It should be stressed that this may also be a low estimate, in that US$5 per 
child per year is at the lowest end of the likely effective scale. 

Sources: UNICEF (1998, Table 1); Mason, Hunt et al. (2001, Tables 2.3, 4.3). 


Community-based programs require high proportions of local workers (often 
village volunteers, with minimal remuneration, the mobilizers), and of staff employed 
by government line agencies, or NGOs, (facilitators) to supervise and support these. 
The ratios used here (see Table 3) are 1:20 for facilitators:mobilizers, and 1:20 
for mobilizers:families. The latter is taken to be 1:100 population (1:120 would be 
more accurate on average). Based on these ratios, the numbers of people who would 
need to be trained, motivated, and supported as mobilizers totals 3.6 million for 
Bangladesh, Cambodia, Pakistan, Sri Lanka, and Viet Nam. Bearing in mind that 
Thailand trained and recruited 500,000 people in this way, the number (1 percent of 
the population) has some precedent. Still, it is very substantial and the effort implied 
would indeed be unprecedented in these countries. For facilitators, the overall 
numbers are also given in Table 3, and amount to 181,500. A number of these are 
already working in the countries. An expansion in numbers, (re)training, and support 
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are indicated. Their salaries constitute the major part of the estimated budgetary 
requirement. 

Micronutrient deficiency control programs would add on to local programs, 
with some additional central functions. The roughly estimated costs are shown in 
Table 4, taken as 20 percent of the total budget where necessary. These costs tend to 
be additional to those for local programs, on which they largely depend, and would 
be higher in the absence of such programs to build on. Micronutrient deficiency 
control should be an attractive proposition. Nonetheless, it should be understood that 
while the nature of micronutrient deficiency control provides for more immediate 
effects than for general malnutrition, the interventions need to be kept up to maintain 
the effect—by supplementation for example. This contrasts with general malnutri- 
tion, assessed as growth failure, which when prevented in early childhood maintains 
the benefit throughout the life span. 


Table 3; Estimates of Needs for Facilitators and Mobilizers for National 
Community-based Programs 


Number of Number of 
Population Facilitators Mobilizers 
Country (m, 1996) (‘000s) (‘000s) 
Bangladesh 120 60 1,200 
India 945 473 9,450 
Pakistan 140 70 1,400 
Cambodia 10 5 100 
Viet Nam 75 37.5 750 
Sri Lanka 18 9 180 
Philippines l 69 34.5 690 
PRC 1,232 616 12,320 
Total 2,609 1,304.5 26,090 


Bangladesh, Pakistan, 

Cambodia, Viet Nam, 

Sri Lanka 363 181.5 3,630 
Sources: UNICEF (1998, table 1). Calculated from population data (F:M 1:20, M:families 1:20, i.e., M:pop 1:100). 


Benefit-cost ratios have not been calculated in any detail in the country reports, 
largely due to uncertainty in the relation between expenditure on large-scale locally 
based programs and the expected outcome in terms of reducing malnutrition. The 
estimates use differing methods, and give results for the projected benefit-cost 
ranging from 1.3 to more than 6 (Mason, Hunt et al. 2001, ch. 5). The cost and 
benefits are not directly comparable between community-based programs aimed at 
general malnutrition marked by child growth failure, and micronutrient deficiencies. 
For example, preventing growth failure in early childhood has effects decades later, 
whereas while much of the effect of preventing micronutrient deficiencies is fairly 
immediate, the intervention needs to be continued for this benefit to continue. 


k 1, 
IW s 
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Table 4: Estimates of Resource Needs for National Micronutrient 
Deficiency Control Programs. 


From Population Data From Proposal 

Population Vit. A Iodine Vit. A, I, Fe 
Country (m, 1996) ($m/yr) ($m/yr) (total, $m/yr) 
Bangladesh 120 2.1 3.0 18 (e) 
India 945 16.6 23.6 200 
Pakistan 140 29 3.5 5 
Cambodia l 10 0.2 0.3 1.8 (e) 
Viet Nam 75 1.3 1.9 1.6 
Sri Lanka 18 0.3 0.5 1.8 (e) 
Philippines 69 1.2 1.7 NA 
PRC 1232 21.7 30.8 NA 
Total 2609 45.9 65.3 NA 
Bangladesh, Pakistan, 
Cambodia, Viet Nam, 
Sri Lanka 363 6.4 9.2 28.2 


Note: Estimates calculated from population data do not include iron deficiency control, which is in the totals from 


proposals. 
Sources: UNICEF (1998, table 1); Mason, Hunt et al. (2001, Table 2.33 and Table 5.1, or estimated [e] as 20% of 
proposed total budget). 


A balanced approach should address both micronutrient and general malnutri- 
tion interventions, the latter mainly through community-based programs. Micronutri- 
ent interventions should form an important part of the investments considered here, 
as in many cases the knowledge and decisions to proceed are in place, and additional 
resources can be successfully applied. 


Analyze Capacity to Define Gaps and Needs 


The principles are clear, and now need to be applied to specific countries. The 
objective should be to support and build the capacity of countries to implement these 
programs, filling resource gaps as appropriate. This involves finding out where the 
difficulties in meeting needs lie. This can be seen in a human rights or a governance 
perspective. The questions concern who can, may, and should take action, starting at 
the household level. UNICEF has put this forward in terms of analyzing capacity. 
However formulated, the process is to decide who needs to be supported, and how, to 
bring about the needed changes. The next steps recommended in this process must 
build on the country reports and on considerations such as put forward here and in 
the overview paper, to identify the key points of intervention. Support for local 
programs, and for micronutrient deficiency control measures, have been suggested as 
the main priorities. Identifying exactly how to do this comes next, and the "capacity 
analysis" approach is the way to go (UNICEF 1999). 
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Policy Dialogue and Supporting Policies that Affect Context 


Programs can be effective under the right conditions, and these tend to be re- 
lated to fundamental causes of malnutrition, such as social exclusion and women’s 
status. These conditions may be affected by policy decisions and implementation. In 
the process of negotiating investment from international financial institutions in 
nutritional improvement, the basic requirements underpinning programs may prove 
feasible issues for modification. At the same time, the simple but crucial decisions to 
actually commit resources and implement the programs themselves must be taken. 

Beyond context, the coexistence of key programs must be fostered. Poverty 
alleviation facilitates nutrition improvements in two ways. First, the programs 
themselves provide household resources for improving nutrition. Second, poverty 
alleviation program organization can provide for the structure, outreach, and individ- 
ual contact that nutrition activities can build on. This is the case in PRC and Sri 
Lanka where the poverty alleviation organizations provide the best prospect of 
extending and supporting local programs. 

The direct effects of improvements such as in education, particularly for 
women, and in water and sanitation, have far-reaching effects on nutrition. Usually 
these factors are strongly associated with child growth, although the precise relations 
vary and need to be seen in specific circumstances (Mason, Jonsson et al. 1999, 
ch. 3). Nutrition considerations may help to target these. More contentious is the 
prospect of redirecting nutrition resources that are currently used wastefully. This 
refers primarily to the resources used for food subsidies and public food distribution 
programs. The resources spent on these are nearly enough, in some countries, to 
finance much of the local programs for nutrition, if they could be reallocated. 

Taking and implementing many of these decisions, by governments, interna- 
tional financial institutions, and agencies are prerequisites for reducing malnutrition. 


Meeting Program Needs 


Implementing programs, when resources are committed, will take a number of 
practical steps. Gaps in capacity must be filled. The needs will be: | 


(i) Organization: programs depend on local organization and decentralization 
of resources and decision-making; including fostering community level 
organizations, by assigning budgets, legislation, and other means; 


(ii) Training: the effort envisaged for training village level workers, and their 
support, is extensive, and will require multilevel structures for training, 
materials, incentives, and supervision; 
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(iii) Advocacy and social mobilization; information; education; training: and 
support for service delivery as defined by UNICEF; and 


(iv) Mobilization of resources: direct financial inputs will be required, espe- 
cially for the large numbers of village workers and their facilitators who 
will need incentives and remuneration, likely beyond the capacity of 
communities and governments; for external finance, negotiations as to 
type and level will be needed, in conjunction with reallocation of govern- 
mental resources. 


Solving Generic Issues for Planning and Program Design 


A number of issues that affect all potential programs remain to be resolved. 
Most involve research that should be undertaken at an early stage, and represent 
sensible investment in terms of program effectiveness in the future. Some of the 
salient issues are outlined here. 

Resources should be applied to a problem in such a way that the population can 
respond and the problem is alleviated. In nutritional terms, this means identifying 
accurately which population groups can respond to which type of intervention. For 
example, behavioral change (child feeding practices, for instance) may not be possi- 
ble by some methods for some groups, and this needs to be better defined or ineffec- 
tive programs will be designed. A similar issue concerns defining the contextual 


factors and how these can be changed by policy to improve program success. These 


issues can be researched and guidance provided for country program design. 

. More specifically, knowledge of the relative roles and cost-effectiveness of dif- 
ferent community-based and facility-based activities is not yet well laid out. This 
could be improved from compilation and synthesis of current knowledge. Such 
research, although of general application, would be most useful in advance of de- 
tailed program planning. The relative effects of using resources for supplementary 
feeding, compared with using the same resources for behavioral change, could also 
be worked out as a generic issue. 

Population growth in Asia is in the cities and towns. As a result, the malnour- 
ished are increasingly in urban areas. Yet most planning for improving nutrition 
refers to villages and rural communities. Research is needed on the most effective 
means of improving nutrition in urban areas, and where these have common features 
and problems, this research can be generic. We need to focus on nutrition-relevant 
programs in cities and their evaluations, as well as understand better the ‘parallels 
with rural programs, especially regarding the appropriate forms of local organization. 

. The relationship of level of effort (for various activities) to impact needs to be 
better understood. This is likely to be nonlinear, which is crucial as it means that 
applying too low a level of resources is very wasteful. It does not mean that the 
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problem will simply be solved more slowly, it means that it will not be solved at all 
until the level of effort is sufficient to cause change. This has enormous implications 
for planning investments, and needs to be researched. 

Finally, a number of technical issues need research, of which the clearest con- 
cern fortification, most urgently iron fortification of staple foods. 


Looking Ten Years Ahead 


This review leads to extensive proposals for finance, and even more for’ 
recruiting and training millions of people. Better nutrition and development for 
children is a powerful outcome objective, with implications for society and develop- 
ment overall. But the process proposed is important too. What will change, what will 
be in place, in ten years’ time if these recommendations are adopted, financed, and 
implemented? 

Most communities would have a structure of local workers and supervisors in 
direct contact with families in villages and urban areas, not only helping them to 
solve nutrition and health problems and raise healthier children, but also assisting 
with community development, supporting women, and providing a range of benefits. 
Programs would be multifaceted at the local level, and although the structure might 
start with nutrition as a main concern, the benefits would be wider still. In particular, 
problems of social exclusion, and discrimination by class and gender, would have 
some counteracting forces. 

For individuals, specific nutritional problems would be well on the way to solu- 
tion. Micronutrient deficiencies would be becoming a thing of the past, with goiter 
and iodine deficiency vanishing, and vitamin A deficiency no longer visible and sub- 
clinically much reduced. Anemia would likely be in retreat, with successful fortifi- 
cation. Pregnant women in particular, others too, would be getting regular multiple 
micronutrient supplements. Low birth weight and early childhood growth failure, and 
associated sickness and death, would be much reduced—the next generation would 
be larger, healthier, benefit more from education, and be more productive. 

The intergenerational perpetuation of malnutrition will have been cut into, and 
a process of steadily improving pregnancies and child survival and development 
promoted. Human capital, development, and nights will all benefit. 

Governments have committed themselves to this scenario already. The Con- 
vention on the Rights of the Child enshrines the agreement of governments to 
vigorously support such a process. Adopting these measures will itself be a signifi- 
cant contribution to meeting governments' obligations to implement the Convention 
on the Rights of the Child. 
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Linking Community-based 
Programs and Service 
Delivery for Improving 
Maternal and Child Nutrition 


Kraisid Tontisirin and Stuart Gillespie 





Abstract. Generic lessons from past experience with community-based nutrition 
programming relate more to processes adopted than to specific actions implemented 
—more “how” than "what"— with proactive community participation being a sine 
qua non for success. Progress has been made where community-based programs are 
linked operationally to service delivery structures. Government employees at such 
levels may be oriented to act as facilitators of nutrition-relevant actions that are 
coordinated by locally elected community-based mobilizers. This mobilizer-facilitator 
nexus should be supported and managed by a series of organizational structures from 
the grassroots to national levels. Community-government partnerships need to be 
forged through broad-based social mobilization and communication strategies. 
Policymakers should be more open to learning from community-based success so as 
to know how best to enable and sustain it. This paper describes the ingredients and 
dynamics of successful community-based nutrition programs including consideration 
of social mobilization strategies, project planning and design, management 
structures, implementation mechanisms, issues of monitoring, sustainability, 





Introduction 


hild malnutrition rates in Asia are the highest in the world. With Asia's 
population size, this translates into a massive human development problem, 
with profound consequences at all levels, from the individual to the national 
level. The United Nation's (UN) Fourth World Nutrition Situation Report 
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estimates that currently 72 percent of the world’s 150 million underweight children 
live in Asia (ACC/SCN 2000). 

Child underweight prevalence is strongly associated with low birth weight 
prevalence, which in turn is correlated with chronic energy deficiency rates among 
women. This paper argues that tackling such an intergenerational transmission of 
malnutrition requires sustained community-based nutrition action, oriented toward 
the prevention of malnutrition at critical phases in the life cycle. 


The Intergenerational Transmission of Malnutrition 


small women give birth to small babies, who are more likely to become small 
children, small adolescents, and ultimately small adults (see Figure 1). Smallness 
may be genetically inherited, but the majority of small individuals in most poor, 
developing countries are small because they have suffered, or are currently suffering, 
from malnutrition. 


Figure 1: The Intergenerational Cycle of Malnutrition 
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Source: ACC/SCN (1992). 


Low Birth Weight Baby 


Malnutrition that occurs during childhood, adolescence, and pregnancy has an 
additive negative impact on the birth weight of the newborn (Gillespie 1997). A low 
birth weight baby who has suffered intrauterine growth retardation as a fetus is 
effectively born malnourished, and is at higher risk of dying in the neonatal period or 
later infancy. If s/he survives, s/he is unlikely to significantly catch up this lost 
growth later and will be more likely to experience a variety of developmental defi- 
cits. By age five, s/he is most likely to be stunted—a condition that will probably 
persist through adolescence and adulthood (Martorell et al. 1994). The adolescent 
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growth spurt offers a chance to compensate for earlier growth failure, although such 
potential is limited. The stunted child 1s likely to become a stunted adolescent, and 
later a stunted adult. Stunted pregnant women are more likely to give birth to low 
birth weight babies. And so the cycle turns. 


Preventive, Community-based Action 


To combat the intergenerational transmission of malnutrition, issues of gender 
equity and care will need particular emphasis (see Engle 1999 and Haddad 1999). As 
Ramalingaswami et al. (1996) state, "the exceptionally high rates of malnutrition in 
South Asia are rooted deep in the soil of inequality between men and women". 
Inadequacies in the capacity and practice of care (more so than the underlying food 
security and health-related determinants of malnutrition), will need to be addressed 
by preventive community and household-based action, with enabling support from 
external sources. 

Community-based programming for child nutrition thus lies at the heart of the 
nutrition investment plans under the ADB-UNICEF Regional Technical Assistance 
Project on Reducing Child Malnutrition in Eight Asian Countries (hereafter referred 
to as the Project). Such programs, however, are not isolated, but linked to service 
delivery systems and broader management structures. This partnership between 
communities and government structures 1s considered, on the basis of past experi- 
ence, to offer the best opportunity for accelerating progress toward malnutrition 
reduction. goals in Asia. The working partnership needs to be facilitated and 
strengthened by enabling and supportive policies and programs. 

This paper focuses on the ingredients and the dynamics of community-based 
programming for nutrition, and the nature of effective linkages with service delivery. 
The first two sections describe what we know from past experience, including 
national success stories such as Thailand as well as multiprogram reviews such as 
those carried out by the United Nations Sub-Committee on Nutrition (ACC/SCN) in 
the early 1990s and United Nations Children's Fund (UNICEF) South Asia in 1995 
(Kachondham et al. 1992, Gillespie and Mason 1991, Jennings et al. 1991, Gillespie 
et al. 1996, Jonsson 1997). Subsequent sections describe the key program "success 
factors" that have emerged from past experience, and how they interrelate. For each 
of these, best practices are described, along with examples of activities proposed 
within the Project’s investment plans. 


The Case of Thailand 


During the nine years from 1982 to 1991, Thailand reduced malnutrition (un- 
derweight) rates among preschool children from over 50 percent to under 20 percent, 
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Figure 2: Trends in Preschool Child Malnutrition (weight for age) in Thailand 
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virtually eradicating severe and moderate malnutrition in the process (see Figure 2). 
The latest 1996 figure of 10 percent underweight shows further progress. Moreover, 
these gains have proved resilient to the recent shocks imposed by the severe financial 
crisis in Thailand. 

Such success was not achieved indirectly, as a by-product of another policy or 
program change. Rather, it is a shining example of how prioritized, effective, and 
explicit nutrition-relevant action on the part of governments can transform the 
nutritional status of a nation within a decade. Political commitment, clear goals, good 
strategic and program planning, sustained integrated action and systematic monitor- 
ing, fuelled by a process of social mobilization and growing community ownership, 
were the driving forces. 

= Thailand recognized that strategies to prevent and control malnutrition in sev- 
eral developing countries had met with limited success. Programs were often rele- 
gated to merely service-driven initiatives, rather than integrated community-based 
programs aimed at reaching and involving vulnerable groups. 

Once malnutrition had been recognized as an outcome of a multitude of 
interrelated factors, it was considered imperative to deliver essential services using a 
more holistic approach. Self-reliance was emphasized at the community level by 
developing need-based programs and strengthening the self-help capabilities of the 
rural and urban disadvantaged. It was also recognized that such an approach would 
lead to greater coverage of the target population. Thus nutrition interventions were 
integrated not only with existing primary health care activities, but also with overall 
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community development initiatives being planned and managed at both district and 
community levels. 

Four elements—planning, integration, social mobilization, and local action- 
oriented surveillance—were critical to Thailand’s success. 


Planning 


Planning was undertaken at both macro and micro levels. Difficulties and ob- 
stacles are often faced in implementing plans for decentralization and encouraging 
community participation. The breakthrough in Thailand came with the adoption of 
the basic minimum needs (BMN) approach in 1986, based on the use of simple 
indicators for village-based social planning. BMN indicators included both outcome 
indicators, e.g., child malnutrition rates, low birth weight, and micronutrient defi- 
ciency prevalences, as well as process indicators such as immunization coverage, 
provision of antenatal care services, availability of potable water supply, and sanitary 
services. These indicators served as a means of: 


(1) setting locally valid program objectives; 

(i) empowering people to participate in community development activities; 

(iii) balancing the respective roles of the community and government; 

(iv) promoting better integration of multisectoral services at the community 
level; 

(v) targeting appropriate resources to areas of greatest need; and 

(vi) providing a framework for evaluation. 


Micro level planning was undertaken by a team that included community 
leaders, nutrition and health professionals, middle level government officials, repre- 
sentatives from NGOs, and district/subdistrict chiefs of various sectors. This team 
decided upon key BMN indicators according to the community's priorities, which 
were later transformed into locally valid goals and objectives to be monitored. The 
community-based planning process thus enabled service providers (“facilitators”) 
and community leaders to collectively set realistic goals and develop workable plans. 
Based on the particular problems revealed by the local BMN indicators, a series (or 
"^menu") of nutrition-relevant actions was initiated. Once the plan was in place, the 
program was tested for its feasibility, process of operation, and application in 
selected, most needy areas. 

Macro level planning was geared to supporting these processes through 
promoting closer collaboration with relevant sectors such as health, agriculture, 
education, and rural development. Macro planning was undertaken by a core group 
of nutrition and health professionals, government officials, policymakers, and, in 
certain cases, senior representatives from international agencies. District chiefs were 
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re-oriented through training seminars and workshops on community-based nutrition 
programming, which were planned and implemented by multisectoral government 
officials, academics, NGO representatives, and community leaders. Training was 
later reinforced through field visits to the community where the program was in 
operation. International agencies or private agencies were approached to sponsor 
training workshops for the working team, or to provide support through seed money 
at the district/community level. Thailand’s five-yearly National Economic and Social 
Development Plans now include separate national plans for nutrition with specific 
child malnutrition reduction goals. 


Integration 


Nutrition was seen as encompassing components from several sectors, not just 
the health sector. In 1981, the Poverty Alleviation Plan was developed and adopted 
in poor regions of the country. Households and communities were empowered by 
several income generation schemes that converged in the areas of health, agriculture, 
and education. This led to the close involvement of these different sectors and 
enabled an integration of minimum basic services at national, regional, local, and 
community levels. 

The context necessary for systematically planning, selecting, and then imple- 
menting community-based actions was thus one that combined the provision of 
multisectoral minimum basic services (in the health, agriculture, and education fields 
in particular), with local efforts, whereby individuals, families, and communities 
worked to provide for their own basic minimum needs. Health components focused 
both on short-term and long-term program goals, while agricultural activities and 
education aimed at long-term nutritional improvement through ensuring food secu- 
rity, income generation, and nutrition behavior change. 

In health, service delivery focused particularly on prevention and promotion, 
including antenatal care for pregnant women in order to promote adequate maternal 
weight gain and ensure a healthy birth weight, control and prevent micronutrient 
deficiencies, and reduce the risk of preventable maternal mortality. Growth monitor- 
ing and promotion (GMP) to ensure proper child growth and development, and the 
protection, promotion and support of breastfeeding and appropriate complementary 
feeding, was also emphasized. Other related health services such as immunization, 
oral rehydration therapy, deworming, treatment of local endemic diseases, and pro- 
vision of potable water and sanitary latrines, formed integral components of program 
activities. 

In education, service delivery was formal and/or nonformal. Formal education 
programs in schools included incorporating nutrition modules in educational projects 
aimed at improving children's nutrition (school midday meals programs, micro- 
nutrient supplementation, and deworming), integrating nutrition/health education 
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materials and methods and techniques into existing curricula, making capital and 
other investments in school kitchens, and promoting the extension of school gardens 
and related food production activities. In nonformal educational programs, the 
service delivery approach centered on coordinating health and agriculture extension 
services, especially where they intersect (e.g., school agricultural projects to support 
lunch programs), developing an adequate information system to monitor communi- 
ties in terms of the nutritional status of pregnant and lactating women, infants, young 
children, and adolescent girls, and, finally, on consumer education for appropriate 
food selection, purchase, preparation, and safe storage. 

In agriculture, investments were made to strengthen service delivery approaches 
with regard to subsistence food production in communities, households, and schools 
via horticultural and animal husbandry activities, and to provide technical assistance 
in practical home gardening and community agricultural research to identify appro- 
priate food sources and encourage their suitable production. These served as indige- 
nous sources for preparation of supplementary foods for pregnant women and 
adolescent girls, and complementary weaning foods for young children. 


Social Mobilization 


Service providers worked as a team with community leaders and gradually 
emerged as “facilitators” for community activities. The two groups of service provid- 
ers and community leaders collectively set realistic goals and developed plans for 
tackling malnutrition in the target populations. In addition to providing basic serv- 
ices, a supportive system provided appropriate training and supervision at various 
levels for decisionmakers, field managers, service providers, and community 
health/nutrition volunteers. Implementation of appropriate “menus” of activities, as 
well as monitoring and evaluating the community-based program—all guided by the 
BMN indicators—were joint responsibilities of community leaders and facilitators. 

The system was strengthened through periodic review meetings at the grass- 
roots level, and annual or biannual meetings at more central levels, to supervise and 
monitor the program. A high degree of local level organization, through village 
nutrition committees or women's groups, was crucial for promoting interaction 
between the community and the facilitators for management of activities and imple- 
mentation of community-level initiatives. 


Mobilizers and Facilitators 


It was seen that a cluster of 10 to 20 households commonly depended on one or 
two well-respected individuals for guidance or assistance in emergency situations. 
Such individuals were selected by the communities themselves as community health 
nutrition volunteers or mobilizers, and given appropriate training. Mobilizers served 
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to link service delivery with the communities and to foster local community-based 
nutrition initiatives. Mobilizers were individuals, preferably women, with qualities of 
leadership and commitment who were capable of instilling confidence in community 
members and encouraging their involvement. A ratio of one mobilizer to 10-20 
households was considered optimal for maximizing program effectiveness. 

While mobilizers did not receive any cash incentives or salary, they benefited 
from free medical services for themselves and their families, and organized visits to 
other communities. Recognition was also given in the form of volunteer badges, 
uniforms, certificates, and awards for meritorious performance. 

Training of mobilizers was a pivotal element of successful programming. An 
initial training of about two weeks was given, covering theoretical and practical 
aspects of basic nutrition and health facts, including emphasis on the importance of 
antenatal and postnatal care, maternal and child care practices, birth spacing, breast- 
feeding, immunization, complementary feeding, growth monitoring and promotion, 
etc. Communication skills were instilled to foster adequate care and nutrition of 
women and children, and to motivate self-help activities among local community 
members, particularly women’s groups. 

On-the-spot refresher training and monitoring of specific activities was then 
undertaken every one to two months, and the mobilizers were motivated to 
strengthen supportive links between themselves and the community on nutrition 
activities. Communities were encouraged over time to take increasing responsibility 
for influencing growth of their own children using simple, attractive growth charts. 

The success of the mobilizer system depended largely on supervision at all 
levels, especially at the community level. Supervision was oriented toward support, 
rather than policing, including on-the-spot training, problem-solving, motivation, 
legitimization, and the sharing of technical and managerial information between 
- facilitators and mobilizers. Interpersonal supervision on a regular basis was found to 
be most effective, along with periodic monthly or bimonthly review meetings of 
mobilizers and facilitators. Additional methods of supervision included communica- 
tion through meetings, social events, and distance supervision through printed media. 

Based on the functions and tasks set, impact indicators were tracked and 
evaluation collectively undertaken, leading to recommendations for improvement. 
Evaluation was seen as an ongoing process that included both qualitative and quan- 
titative indicators. 


Local Surveillance for Action 


Comprehensive nutritional surveillance was instituted through growth moni- 
toring and promotion. All preschool children were weighed and their health checked 
every three months at community weighing posts. This surveillance served as a 
screening, educational, remedial, and integrative tool for both mobilizers and 
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mothers. The fundamental approach was to move the responsibility from the health 
service providers to the community and place greater emphasis on community 
education and involvement. When mothers were able to visualize their children’s 
growth, they took greater responsibility for their nutritional improvement. The 
challenge was to introduce the concept of the rate of weight gain as an indicator of 
healthy growth to the communities. 

Other surveillance tools included the BMN indicators, described above, which 
were used for community-based monitoring as well as planning. In Thailand, more 
than 95 percent of villages are now using BMN indicators to guide their develop- 
mental activities. In rapidly improving areas, new indicators are being added and 
success criteria are being raised (Tontisirin 1995, Gillespie et al. 1996). 


Resilience of Community-based Nutrition 


The economic crisis that engulfed much of Southeast Asia in the late 1990s has 
impacted on various spheres of development. While information on the specific 
impact on the nutritional status of the population in Thailand is not yet available, it is 
known that effects on the food security status of the Thai population have been 
mitigated by the existence of a food safety net—established through the long-term 
efforts of the Royal Family, the Government, and various NGOs—along with 
several remedial actions (Tontisirin and Bhattacharjee 1999). The Royal Family 
has been closely promoting food self-sufficiency through improvement of agriculture 
and food production programs throughout the country, with special efforts directed to 
the vulnerable regions bordering Thailand. Subsistence food production has been 
prioritized, and integrated farming systems introduced to optimize the use of avail- 
able land. 

Government support schemes have been set up in an effort to address the crisis, 
(e.g., a “social investment fund”) which helps to link communities with NGOs for 
community-based activities such as small-scale farming, food business enterprises, 
fruit processing, and other self-help activities. Various food production, processing, 
and marketing schemes for the unemployed are alsc available. Provision of training 
and the establishment of credit co-operatives to both rural and urban groups at the 
community level have helped to meet both nutrition and income needs of economi- 
cally disadvantaged populations. 

Nutritional gains in Thailand are likely to have proven resilient. Given the solid 
community base to nutrition programming, along with food security-oriented efforts 
designed to mitigate the effects of the crisis on the most nutritionally vulnerable 
households and communities, it is considered unlikely that there will be any lasting 
serious nutrition consequences. 

In sum, Thailand is an enduring example of the successful integration of macro 
level planning with micro level action. Strong political will at the governmental level, 
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in close coordination with various sectors and academic institutions, has enabled 
much of the success in community-based programming. Specifically, the widespread 
selection, training, mobilization and support of community health nutrition volun- 
teers, backed up by enabling sectoral policies and programs, has been pivotal. 


Syntheses and Reviews 


Past experiences of attempts to initiate and implement community-based nutri- 
tion programs in Asian countries have been documented in various syntheses and 
reviews, particularly during the 1990s. Three main reviews carried out by the United 
Nations ACC/SCN have attempted to unravel the dynamics underpinning success in 
nutrition—either at a national level or with regard to a specific program. Nutrition- 
Relevant Actions (1991) focused on national policy and its effect on nutrition out- 
comes, differentiating direct from indirect actions; Managing Successful Nutrition 
Programmes (1991) comprised a synthesis of experiences from 17 nutrition pro- 
grams in 12 countries that were discussed at the 1989 International Union of Nutri- 
tional Sciences (IUNS) Congress in Seoul; while How Nutrition Improves (1996) 
synthesized the findings from 11 case studies of national-level approaches to improve 
nutrition, presented at the 1993 IUNS Congress in Adelaide (Gillespie and Mason 
1991, Jennings et al. 1991, Gillespie et al. 1996). 

In the latter study, Asian case studies included those for Thailand, Indonesia, 
Pakistan, India, and Malaysia. The following are some key findings from these 
country case studies: 

(i) Nutrition programs give constituency to nutrition and may even promote 

a broader awareness of the problem of malnutrition. Those programs that 
emphasize the process of nutrition programming (the how"), and those 
that are strongly rooted at the community level, tend to be more successful 
and more sustainable. Decentralized decision-making power, not just re- 
sponsibility, is crucial. National-level impact of programs in the 1970s and 
1980s, however, remained limited by coverage. Program expenditures are 
around $10 per beneficiary. 


(ii) Additional important programmatic issues include problem definition and 
analysis, design, infrastructure, coverage, intensity, management, and 
ownership. 


(iii) A mix of top-down and bottom-up nutrition planning is pragmatic and ef- 
fective, with beneficial synergisms likely between the two. 
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(iv) A duality of institutional support for nutrition (with the research/advocacy/ 
monitoring and planning institutions separated from the operational agen- 
cies) seems to be effective. 


(v) Nutrition considerations have influenced broader development policies, 
generally through relevant functional information on the malnourished 
catalyzing an awareness of malnutrition, and its linkages and indirect ef- 
fects. Democratization and a freeing up of the media have supported this. 


(vi) The process of developing a nutrition policy is at least as important as the 
immediate outcome. If the formulation of a policy does not include the 
time necessary to promote awareness and mobilize sectors, it may fail to 
achieve a significant impact. 


Model Programs 


There are remarkably few well-documented evaluations of single large-scale 
nutrition programs in the literature, but two stand out, although they are both quite 
old now—the Tamil Nadu Integrated Nutrition program (TINP) in South India 
(Shekar 1991, Gillespie and Measham 1998) and the Iringa Program in Tanzania 
(Kavishe 1992). 

The Tamil Nadu Integrated Nutrition Project (TINP-D initiated in 1980 was a 
forerunner of the Bangladesh Integrated Nutrition Project. TINP-I became well 
known in international nutrition circles during the 1980s as a "success story", having 
achieved a highly significant reduction in severe early childhood malnutrition. 
Evaluations indicated a decrease in underweight prevalence of about 1.5 percentage 
points per year in participating districts, twice the rate of nonparticipating ones 
(Shekar 1991). The success of TINP-I was founded on several factors, including 
selective feeding (careful focus on supplementing the dietary intake of young chil- 
dren when their growth faltered and until their growth resumed), favorable worker- 
supervisor ratios, clear job descriptions, and a well-focused monitoring system. 

The Second Tamil Nadu Integrated Nutrition Project (TINP-I) launched in 
1991 in 318 of Tamil Nadu's 385 rural blocks, sought to move beyond reducing 
severe malnutrition to making a significant dent in the high prevalences of children 
suffering from moderate malnutrition, i.e., shifting toward a more preventive focus. 
The core strategies were regular growth monitoring and promotion, nutrition educa- 
tion, and health checks for all children, with supplementary feeding of moderately 
and severely malnourished and growth-faltering children, and high-risk pregnant and 
lactating women. 
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While the project was successful in achieving its objectives of reducing severe 
malnutrition and infant mortality rates, moderate malnutrition and low birth weight 
prevalences were not reduced significantly, although some progress was made 
(Gillespie and Measham 1998). : 

The main lesson learned from TINP-II concerned the need to intensify the 
focus on localized capacity-building, community mobilization, and targeted, interper- 
sonal communications aimed at improving home-based care and feeding of 6-24 
month-old children in order to prevent their becoming malnourished. Overall, sup- 
portive counseling of caregivers and high-quality service delivery, allied with a 
concerted move toward social mobilization and participatory planning, should be the 
pillars of future nutrition improvement strategy. 

Most of these substantive lessons are relevant beyond Tamil Nadu. TINP-I has 
shown that nutrition interventions that are targeted using nutritional criteria, inte- 
grated within a broader health system, and effectively supervised and managed can 
significantly reduce severe malnutrition. TINP-II has also shown that to go further 
and prevent children from becoming moderately malnourished is in many ways a 
harder task and one that requires a significant shift in emphasis. Nutrition program- 
ming in Tamil Nadu is still evolving toward an approach that stresses human capa- 
city-building for home-based action, a proactive integration with the health system, 
and the mobilization of communities to sustain the process beyond the project. 


UNICEF South Asia Multi-program Review of Community-based 
Nutrition Programs 


The most directly relevant study focusing on success in community-based 
nutrition in South Asia was commissioned in 1995 by UNICEF's Regional Office for 
South Asia. The study appraised 21 community-based nutrition programs or projects 
from five countries: Bangladesh, India, Nepal, Pakistan, and Sri Lanka, in order to 
distil common reasons behind their success (Jonsson 1997). A carefully drawn up 
protocol was used to structure the appraisals, which divided success factors into 
those that were contextual or pre-existing, and those that were programmed, i.e., 
brought about by the program or project. 

These factors, outlined below, also provide guidance in what to consider in 
designing and evaluating a community-based nutrition project. Not all these factors 
are relevant in every situation, nor are they all necessary simultaneously to reduce 
malnutrition. Yet it is likely to be difficult to design effective nutrition programs in 
situations where few of the indicated contextual success factors exist. 
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Key Contextual Success Factors 


(i) 


(ii) 


(ii) 


(iv) 


(v) 


Political commitment at all levels of society was considered essential for 
social mobilization at the start of the program or project and for future 
sustainability. The integration of nutritional goals in development pro- 
grams in general is a clear manifestation of genuine awareness and politi- 
cal commitment. 


A culture where people, particularly women, are involved in decision 
making was a prerequisite for people's participation and the creation of 
articulate bottom-up demands. A high level of literacy, especially among 
women, was also associated strongly with participation and organizational 
capabilities. | 


The presence of community organization, (e.g., women's groups, people's 
NGOs, credit associations, youth clubs, peasant associations) along with 
good infrastructure for the delivery of basic services, including committed 
and capable staff. 


The presence of charismatic community leaders, who can mobilize and 
motivate people to do more for themselves in a genuinely self-reliant way. 


The parallel implementation of poverty-reducing programs, particularly 
those integrated with nutrition-oriented programs or projects. 


Key Program Success Factors 


(i) 


(ii) 


(iii) 


The creation of awareness of the high prevalence, serious consequences, 
and causes of malnutrition, including the hierarchy of immediate, under- 
lying, and basic causes, and the need to address causes at all three levels. 


The initiation, promotion and support of a process whereby individuals 
and communities participate in assessing the nutrition problem and decide 
on how to use their own and additional outside resources for actions (see 
discussion below of the “Triple A process"). 


Clear identification and definition of time-bound goals (targets) at all lev- 
els of the program/project. Young children from birth up to two to three 
years of age, pregnant and lactating women, and adolescent girls were 
normally the focus. 
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(iv) The identification and support of facilitators and community mobilizers, 
providing a sense of joint ownership of the program/project by the com- 
munity and government. 


(v) Good management of the program/project, including effective leadership, 
training and supervision of facilitators and mobilizers, an appropriate bal- 
ance between top-down and bottom-up actions, and effective community- 
based monitoring. 


(vi) The involvement of local NGOs, who often provided excellent facilitators 
as well as culture-relevant training. They were usually accountable to the 
community, which facilitated sustainability. 


It 1s interesting to compare the result of the UNICEF South Asia multiprogram 
review with the earlier studies on factors/elements associated with successful nutri- 
tion programs and projects. The recommendations from all these studies are very 
similar, implying the existence of a broad consensus on what determines a successful 
community-based nutrition program or project. 

The main programmatic success factors that have emerged from these reviews 
will now be discussed in detail in the remainder of this paper, interspersed with 
examples of actual or proposed activities within the Project’s country nutrition 
investment plans. The contextual factors are dealt with elsewhere, e.g., Mason, Hunt 
et al. (2001) and Haddad (1999) on gender. 


Linking Outcomes with Processes 


Past experience strongly supports the notion that success in nutrition requires 
the achievement of certain desirable outcomes by means of an adequate process. 
During this decade, a number of desirable outcomes have been specified in the form 
of time-bound malnutrition reduction goals, e.g., those that emerged from the World 
Summit for Children in 1990 and the International Conference on Nutrition in 1992. 

Process, on the other hand, has been increasingly specified with regard to par- 
ticipation, local ownership, and empowerment. A focus on process thus aligns with 
the human rights rationale for action whereby “beneficiaries” are considered as 
subjects of their own growth and development, rather than passive recipients of 
welfare-oriented transfers. 

Top-down, outcome-focused service delivery or nutrition interventions have 
tended to dominate the field of nutrition in the past. With limited community owner- 
ship and little attention, if any, to the strengthening of local nutrition-improving 
processes, long-term effectiveness is consequently weak and sustainability dubious. 
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Process-focused development projects, on the other hand, are more bottom-up 
in their emphasis on participation and empowerment, and often supported by NGOs. 
While they may be sustainable and effective, their impact may nonetheless be con- 
strained by their limited coverage. 

How can the outcome and process orientations be effectively integrated? 

Effective processes clearly already exist, in the form of coping and survival 
strategies that have evolved over generations. In these internal processes, nutrition- 
ally vulnerable individuals themselves are the prime movers or key actors. When an 
individual becomes aware of the nature and causes of malnutrition, she or he nor- 
mally changes decisions on how available resources are used so as to improve 
nutritional outcomes. . 

An ideal process would consist of a correct assessment of the problem, fol- 
lowed by an appropriate analysis of the causes of the problem and the resources 
available to combat it. Based on these causal and resource analyses, actions would 
then be taken and the result, including the achievement of a particular desirable 
outcome, measured. This would in turn provide an opportunity for further analysis 
and better action. As this “Triple A” process of Assessment-Analysis-Action iterates, 
outcomes progressively improve (see Figure 3). 


Figure 3: The Triple A Cycle 
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Source: UNICEF (1990). 


The use of a conceptual framework showing the causes of malnutrition and how 
they relate to each other (see Figure 4), is essential for the problem analysis within 
the Triple A process. In this framework, causal factors and their interactions are 
shown at three main societal levels—immediate, underlying, and basic. The syner- 
gistic interaction between the two immediate causes, inadequate dietary intake and 
disease, fuels a vicious cycle that accounts for much of the high morbidity and 


mortality in developing countries. Three groups of underlying factors contribute to 
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Figure 4; Conceptual Framework of the Causes of Child Malnutrition 
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inadequate dietary intake and infectious disease: household food insecurity, inade- 
quate maternal and child care and poor health services, and an unhealthy environ- 
ment. These underlying causes are in turn underpinned by basic causes that relate to 
the amount, quality, control, and use of various resources (UNICEF 1998). 

In order to strengthen nutrition-improving processes, outsiders may be effective 
in a catalytic, facilitating role, but not as implementers, which precludes tbe imposi- 
tion of externally designed, prepackaged interventions. As argued in the next section, 
services can be implemented with a high degree of social mobilization and participa- 
tion such that communities are empowered, processes strengthened, and outcomes 
progressively achieved through building and strengthening linkages between service- 
delivery structures and their frontline workers on the one hand, and community- 
based programs and local mobilizers on the other. 

A central challenge for nutrition programs is finding a balance of approaches 
that work. While a shift toward a more bottom-up approach to nutrition programming 
is usually required, there are nonetheless some nutrition-relevant actions that can be 
appropriately formulated at higher levels, using wider and more top-down application 
of appropriate strategies and technologies based on the best scientific knowledge, 
e.g., iodization of salt or immunization. It is thus not an “either/or” question as both 
top-down and bottom-up approaches are potentiallv relevant and appropriate. The 
main consideration is how to integrate these two approaches for maximal long-term 
impact on nutrition. Service delivery programs, which tend to focus on the immediate 
causes of malnutrition, should be designed and implemented in such a way that they 
create opportunities for capacity-building and empowerment—which will in turn 
impact on the underlying and basic causes (see Figure 4). 

Thus outcome and processes should be viewed as dual objectives. In a sense, 
the process should not merely be seen as a means to an end, but as part of the end 
itself. The Triple A cycle provides guidance in strengthening or facilitating nutrition- 
improving decision-making processes in communities, while the conceptual frame- 
work—as a hierarchical structure of causes and outcomes—provides another tool to 
guide and focus problem analysis and choice of appropriate actions. 


Forging a Community-Government Partnership 


Given such a focus on processes, what type of human infrastructure is most 
appropriate for implementation and management? 

The operational nexus of many successful community-based nutrition projects 
is a fully functional link between service delivery outlets and the communities 
themselves. This link tends to be forged through à partnership between frontline 
government employees as facilitators and community-level workers as mobilizers, 
although names will differ. 
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Mobilizers and Facilitators 


The community mobilizers are usually respected members of the community, 
most often volunteers or at least not remunerated from outside. As described above, 
the success in Thailand was crucially dependent on the use of such village-based 
volunteers, who were well-respected women chosen from within and by the commu- 
nities, who then mobilized support and developed self-help systems within these 
communities. 

Facilitators, on the other hand, are usually paid frontline primary health care 
workers, NGO employees, or even staff from universities or other institutions of 
learning, who may support, supervise, and train mobilizers. They normally do not 
live in the community but visit the community frequently; they know the local 
language, and are familiar with and positive toward the local culture. 

The ratios of mobilizers to households and facilitators to mobilizers are impor- 
tant factors. Drawing on the Thai experience, 1:20 at each link is taken as a bench- 
mark. Figure 5 portrays the nature of the linkage between service delivery structures 
and the community, mediated by the facilitators and mobilizers, and the type of work 
done at the interface. 


Figure 5: Community-based Nutrition Operational Nexus 
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In drawing up their nutrition investment plans, the study countries drew on past 
experience of what has worked elsewhere in Asia, and why, and considered the 
nature and causes of child malnutrition and the relevance and feasibility of different 
remedial strategies. Table 1 shows the different tasks of the mobilizers and facilita- 
tors as proposed by selected countries in their investment plans. 


Table 1: Roles and Responsibilities of Mobilizers and Facilitators in Proposed 


Nutrition Investment Plans 


Country Mobilizer Facilitator 
Bangladesh Conduct monthly growth monitoring and promotion; Support and supervise 


micronutrient supplementation (iron, vitamin A); 


mobilizers. 


nutrition and health counseling and referral. 


Cambodia 


Promote home-based care; utilization of health 
services including growth monitoring, promotion of 
food safety and hygiene; promotion of appropriate 
feeding practices; deworming and micronutrien: 


To ensure that mobilizers 
have adequate capacity to 
promote household-level 
activities. 


supplementation; IMCI. 


India 


Village-based anganwadi workers (AWWs) of the 
ICDS program are the closest existing 
approximation of a mobilizer, but at 1 per 200 
households, they are overstretched. Community 
volunteers are thus proposed as additional resources 
in the investment plan. AWWS provide five services 
to 0-6 year-old children and mothers: supplementary 
feeding; immunization; health check-ups and 
referral; health and nutrition education to adult 


ICDS supervisors at block- 
level supervise AWWs 
through regular on-site 
support and monthly review 
meetings. AWWs also link 
with auxiliary nurse midwives 
for health-related activities. 


women; and preschool education to 3-6 year-olds. 


Pakistan Community health nutrition volunteers (CHNVs) Lady health workers deliver 
and dais (traditional birth attendants) aim to provide primary health care and 
the missing link between health care outlets and the — nutrition services including 
users of such services. They will undertake tasks community organization, 
relating to maternal care, child growth monitoring disease control and 
and promotion, and counseling mothers on infant prevention, maternal and 
feeding and care, birth spacing, hygiene and child nutrition and health 
sanitation etc. care, and personal and family 

hygiene. 

Sri Lanka Social mobilization through women's group External facilitators are staff 
formation; nutrition and health counseling; of the Divisional Secretariat 
promotion of health service utilization; participation offices, including managers 
in community development plan preparation; of the poverty alleviation 
quarterly evaluation meetings; integration of program (Samurdhi). MOH 
nutrition-relevant activities within poverty staff provide additional 
alleviation program. technical support. 


continued next page. 


52 Asian Development Review 


Table 1. (cont'd.) 


Country Mobilizer Facilitator 

Viet Nam Register young children and pregnant women; Draft commune Plan of 
mobilize pregnant women for ANC; undertake Action; act as a secretary to 
nutrition counseling; growth monitoring and Commune Steering 
promotion; compile monthly report; participate in Committee; assist in work of 
monthly meetings. mobilizers; organize monthly 


review meetings with 
mobilizers; report regularly to 
district level. 


It is the relationship between facilitators and community mobilizers that deter- 
mines the extent to which outside support can become catalytic and empowering, 
rather than creating a new dependency that cannot be sustained. The facilitator 
channels the outside support to the community through community mobilizers, while 
the mobilizer in turn internalizes this support in such a way that community proc- 
esses are strengthened and accelerated (Jonsson 1997). 

The selection and training of facilitators and community mobilizers is key. Fa- 
cilitators should not train mobilizers in what to do, but rather strive to empower 
them. This requires both participatory training methods and a power-shift from the 
outside supporter to the facilitators and the mobilizers. Outside support channeled 
through facilitators includes advocacy, information, education, training, and direct 
service delivery. 

The empowerment of community mobilizers is strongly facilitated by the exis- 
tence of community organizations, an important contextual success factor identified 
in the UNICEF South Asia study (and discussed in detail in Mason, Hunt et al. 
2001). If such organizations do not exist, they need to be created. It is important that 
these organizations represent the nutritionally vulnerable people in the community. 
Women's groups or organizations are often the most committed and efficient organi- 
zations for addressing nutrition problems. Indeed, the involvement of women is 
another prevalent contextual success factor, though it is important to combat the 
perception that solving the nutrition problem is the sole responsibility of women. 
Successful programs are thus “‘gender-focused” not “women-focused” (as discussed 
in Haddad 1999). 


Management Structures and Systems 
Examples of the different types of organizational structures and implementation 


and management systems of community-based programs in the study countries— 
from community to national levels—are shown in Table 2. 


p 
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Table 2: Examples of Management Structures and Systems 


Country Management Structures 
Bangladesh The proposed Community-based Nutrition Component of the National Nutrition 


Program in Bangladesh operates through Community Nutrition Centers, which are 
each staffed by one volunteer community nutrition promoter (CNP). CNPs report to 
community nutrition organizers (CNOs) who each oversee ten CNPs. CNOs in turn 
report to the thana manager, who coordinates all Bangladesh Integrated Nutrition 
Project activities within the thana. At the central level, the project is administered 
through a project director and deputy project directors for MIS and program, training, 
IEC, and administration. At the village, union, thana, and national levels, nutrition 
management committees, comprising community leaders and representatives of 
related sectors (e.g., health, agriculture), provide inputs to project activities. 

Cambodia The existing Community Action for Social Development (CASD) program in 
Cambodia supports the establishment of village development committees (VDCs) as 
instruments for community development, through a gender-sensitive, free and fair 
election of VDC members. The CASD is a cress-sectoral program implemented with 
support from several ministries, notably the Ministries of Planning, Rural 
Development, Women Affairs, Agriculture, Education, Health, and Interior (in charge 
of local government). This process of “building from below” is supported by national, 
provincial, district, and commune structures of government in the relevant ministries. 
For the community-based strategy, family members will be the main implementers at 
the household level, while the VDC will be the main implementers at the village level. 
Village action plans would then be compiled into commune action plans whose 
implementation will be supported by multisectoral commune-district-provincial 
working groups. At the national level, the Ministry of Planning will coordinate 
through the National Food and Nutrition Committee, which has a ministerial sub- 
committee backed up by an interministerial technical committee. Nutrition focal 
points in relevant ministries will be appointed to incorporate the national level 
strategies into their specific sectoral plans and support the community-based 
strategies from their particular sectoral vantage points. 

PRC The management structure for the investment program builds interdisciplinary and 
cross-sectoral teams at all levels of the system. There will be three distinct 
organizational structures with different roles. The national-level supervisory policy 
group, comprising intersectoral policy leaders, will formulate plans, develop 
legislation, and oversee financing. The management group, comprising 
representatives of organizations involved in operations management, will coordinate 
and implement project activities. Finally, the technical group, comprising experts 
from national and international agencies, will provide technical guidance. 

Pakistan The implementation of the community-based component of the nutrition investment 
plan will be the responsibility of the Ministry of Health. From province to village 
levels, functional committees will be organized for management, coordination, 
monitoring, and evaluation. The Director General of Health will act as the secretary 
of the National Implementation Committee, and also as the project director. The 
functional committees will be directly involved in management and the selection, 
training, and supervision of dais, community health nutrition volunteers and lady 

^ health workers. 
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Social Mobilization 


Social mobilization is the process of bringing together all feasible intersectoral 
social partners to determine felt need, and raise demand for and sustain progress 
toward a particular development objective, in this case, child malnutrition reduction. 
It involves enlisting the participation of such actors as institutions, communities, and 
social and religious groups in identifying, raising, and managing human, economic, 
and organizational resources to increase and strengthen participation in nutrition- 
relevant activities. Through social mobilization, the pursuit of common goals and 
objectives becomes progressively rooted in the community’s conscience, thus ensur- 
ing sustainability. 

While the emphasis in community-based programming will be on community 
mobilization to foster a growing sense of ownership, social mobilization does not 
only apply to communities. The mobilization of strategic allies also is a very impor- 
tant tool in creating a supportive environment for change. 

The social mobilization component of the Bangladesh program is one example. 
This involves various nutrition committees at village, ward, union, and thana levels, 
who follow the Triple A approach at each level as they focus attention on malnutri- 
tion, its causes, and its local solutions. Through local government-community 
partnerships, mobilization and participation is promoted and supported at each level. 
A continuous interaction and feedback operates between the service providers and 
recipients through mobilizers. The social mobilization also strengthens local organi- 
zation and enrolls the broader community to work for nutrition. 


Community Participation and Community Ownership 


Active community participation leads to community ownership. Yet the concept 
has been abused in the past where “community participation” has been covertly 
viewed as a way of co-opting local people to undertake certain tasks cheaply, so as to 
further goals set by external programmers. In such approaches, community participa- 
tion in implementation was usually not matched with power over decision-making or 
control over the use of resources. Consequently, there was little sustainability. Active 
(or proactive) community participation should thus be differentiated from passive (or 
coerced) participation. 

In addressing malnutrition, there is no substitute for assessment and analysis 
done with the full and active participation of the families most threatened by nutri- 
tional problems and most familiar with their effects and causes. Not only does this 
make sense with regard to efficiency, effectiveness, and long-term sustainability 
(Bamberger 1988), it is also an imperative from a human rights perspective. Chil- 
dren’s rights give them valid claims on society. In order for households and commu- 
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nities to carry out their duties toward children, they must be recognized as key actors 
rather than as passive beneficiaries. 

Community participation has been defined as having three main elements: the 
sharing of power and resources, deliberate efforts by social groups to control their 
own destinies, and the opening up of opportunities from below (Dillon and Steifel 
1987, Ghai 1988). In the long run, active community participation, almost by defini- 
tion, is essential for real community-based nutrition programming to succeed and 
sustain itself. It routinely emerges as a key success factor in many reviews of nutri- 
tion programs (e.g., Gillespie et al. 1996, Jennings et al. 1991). 

Participation may also be measured. Shrimpton (1995) has provided an analy- 
tical framework that enables the following ingredients of participation at different 
stages of program planning, implementation, and monitoring to be graded according 
to the degree to which the community actively participate: needs assessment and 
choice of action, organization, leadership, training, resource mobilization, manage- 
ment, orientation of actions, and monitoring evaluation/information exchange. 


Communication 


Communication plays a special role in social mobilization through arming par- 
ents, educators and other caregivers, not only with basic nutrition information but 
also with the ability to make informed decisions and the skills and knowledge needed 
to take action to strengthen nutrition-improving processes in their communities. 

Communication should be carried out simultaneously at various levels to 
include parents, other family members, teachers, volunteers, and community leaders, 
who can in turn teach and support good practices. In addition, personnel of provin- 
cial and district health offices, staff in agriculture, rural development, and education, 
media representatives, researchers, and persons in positions of power of any kind 
must be reached and their help enlisted. 

In order to fulfil their obligations and duties with regard to the protection of 
child rights, it is necessary for all actors, from governments down to individuals 
within households, to become aware of the nutrition problem, its causes and conse- 
quences, and the possible solutions (what to do and how to do it). Advocacy, infor- 
mation, education, and training are all important communication strategies to create 
or increase this awareness. 

Governments and international agencies can set conditions in place that will 
help foster public participation and facilitate bottom-up approaches, through empow- 
ering individuals with accessible and relevant information so that they can in turn 
mobilize communities; through establishing mechanisms for recognizing and gath- 
ering the views of all nutritionally vulnerable people, particularly those whose voices 
often go unheard; and through strengthening democracy and encouraging political 
participation at all levels. Processes for the public to be consulted on and to have an 
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input into the policy making process are needed, including free elections, freedom of 
speech, and a vigilant free press. Finally, governments and international agencies 
should support NGOs as effective interfaces between the interlocking top-down and 
bottom-up approaches. 


Project Design 
Scope and Content 


There are numerous options for relevant community-based action to address 
problems of malnutrition which depend on the actual nature and distribution of the 
malnutrition problem, its causes, and the type of resources that are available or can be 
mobilized. There is no blueprint design, as no one intervention or mix of interven- 
tions should ever be prescribed in isolation from a participatory Triple A process. 

Because malnutrition is usually the result of many factors, it is not surprising 
that it has been attacked most effectively in situations in which several sectors and 
Strategies have been brought to bear. Combining improved infant feeding, better 
household access to food, and improved and more accessible health services and 
sanitation is clearly more effective in reducing malnutrition where food, health, and 
care are all problems than any of these measures taken alone. Given the well- 
documented synergies between many such actions, the combined effects are often not 
merely additive, but multiplicative. Actions can be initiated to impact on different 
levels of the problem—immediate, underlying, or basic. The scope and content of 
community-based programs has been further discussed in Mason, Hunt et al. (2001). 

Community-based programs within the proposed country nutrition investment 
plans included a range of activities. For children, these may include growth promo- 
tion (comprising growth monitoring, protection and promotion of breastfeeding, and 
the promotion of appropriate complementary feeding practices), disease manage- 
ment, including feeding: during and after diarrhea and oral rehydration therapy; 
micronutrient supplementation including vitamin A megadoses for children from 6 
months, and possibly iron supplements where anemia is prevalent; the promotion of 
consumption of iodized salt; deworming; and food supplementation, if found to be 
relevant, feasible, and cost-effective. 

For women, activities within antenatal and postnatal care strategies may include 
tetanus toxoid immunization, micronutrient supplementation (including iron and folic 
acid tablets for pregnant women and possibly postpartum vitamin A megadoses 
where vitamin A deficiency is known to be a problem), iodized salt consumption, 
food supplementation during pregnancy (if found to be relevant and feasible), 
malaria chemoprophylaxis in endemic areas, and reproductive health education 
including the need to ensure safe birth intervals. 
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Prioritizing and Phasing 


What comes first when initiating community-based nutrition programs and 
linking them with service-delivery systems? Which components are essential and 
which are desirable? How should the program be phased over time with respect to 
both geographical coverage and targeting as well as in terms of the sequence in 
which things are actually done? These are all important considerations in any plan- 
ning process. 

The answers are to a large extent situation-specific. Participatory Triple A 
processes will reveal the main causes of malnutrition and the type and amount of 
resources available to combat it. Some prioritizing will be required initially with 
regard to the target groups and the actions actually chosen on the basis of this situa- 
tion analysis. Target groups may need to be narrowly defined to focus on those who 
are most needy and most responsive. For example, despite evidence to suggest 
malnutrition is a problem throughout the life cycle, only 6-24 month-old children 
may initially be targeted, or 6-36 month-olds if resources permit, as these are both the 
most responsive and the most vulnerable age groups. Pregnant women will also 
usually be included, given their relative nutritional vulnerability, the known links 
between their nutritional status and birth weight, anc the fact that they may be more 
‘accessible during pregnancy. Adolescent girls, albeit often at nutritional risk, may 
only be targeted later in the evolution of a program. 

The type of actions chosen and the tasks of community mobilizers need to be 
decided so as to avoid overload and maximize effectiveness. Of the array of potential 
activities, as described in the previous section, the key ones need to be selected on 
the basis of their relevance to the problem, their feasibility, potential effectiveness, 
and efficiency. Additional or different activities may be initiated at later stages 
depending on the results obtained in the first phase. 


Coverage, Targeting, and Intensity 


Both current and proposed community-based programs in the study countries 
were analyzed with regard to their coverage, targeting, and intensity. Coverage 
relates to the percent of the at-risk population participating in the program, while 
targeting concerns the degree to which this coverage is oriented toward the most 
needy among those who are able to respond. The issue of intensity concerns the 
resources used per participant, either expressed financially as dollars per participant 
per year, or with regard to population and worker ratios, e.g., number of children per 
mobilizer, number of facilitators per mobilizer. Past experience has suggested that 
around US$5-15 per participant per year seems to be associated with effective 
programs, at least those that do not include provision of additional food, which about 
doubles the cost. In many cases, well-conceived programs may be ineffective simply 
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because their coverage is too low to have a broad impact on the problem, or they do 
not reach those most in need. In other cases, the principles may be correct but an 
unrealistically low level of resources is committed, so nothing much really happens. 
Issues of coverage, intensity, and targeting of proposed community-based pro- 
grams within investment plans and what it would take financially to expand relevant 
community-based programs to fully cover areas of need with appropriate intensity, are 
discussed more fully in Mason, Hunt et al. (2001). In most cases, this calls for a mas- 
sive recruitment, training, and mobilization of frontline workers in these countries. 


Monitoring 


Good nutrition fundamentally relates to the availability, control, and utilization 
of resources. As parents provide most of the resources needed to ensure the survival 
and.development of their children, it is most important that they have a good moni- 
toring system to track the development of their children, so they can identify the need 
for immediate action when problems emerge. Growth monitoring and promotion is 
one example of such a monitoring system. 

At the next level, it is important that the community has a monitoring system 
that will enable it to identify households with problems of malnutrition. These 
households will need additional support in order to ensure the well-being of their 
children. At community level, local leaders can then decide to what extent targeted 
support to specific families or more general actions that support large groups of 
families are required. Community-level monitoring may be effectively carried out 
through the use of a community growth chart and regular feedback sessions with 
community leaders and community mobilizers. Such systems, however, should be 
demand-driven, i.e., designed to provide information that will improve local 
decision making. Thailand's system of basic minimum needs monitoring, described 
above, is exemplary in the way it links key, locally relevant information to parti- 
cipatory planning and monitoring processes. If the community-based monitoring 
system is linked to higher level monitoring, it is essential that the demand from the 
higher levels does not disturb the community system, particularly with regard 
to growth monitoring-based surveillance systems. Growth monitoring and pro- 
motion data should primarily be used where they are collected, not merely sent to 
higher levels. 

At district and higher levels, the monitoring system should help to identify 
communities that are not able to control child malnutrition successfully, and guide 
the authorities in setting priorities for resource allocations. Monitoring systems 
should not only identify problem households or communities, but also provide a 
means for reassessment, i.e., to measure the effect of control actions that have been 
implemented. 
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In sum, a monitoring system should be built up from below to provide the nec- 
essary information for analysis and action to all those who can contribute to improv- 
ing the situation. Key basic principles for the use of information for action include 
the requirements to: only collect data that will be used; maximize the use of data at 
the level they are collected; and to collect the minimum, feasible amount of data 
required to inform and improve decisions leading to action. 


Growth Monitoring and Promotion 


Growth monitoring and promotion (more appropriately referred to as “growth 
promotion” or GMP) is a specific communications approach aimed at behavioral 
change through making the impact of preventive actions visible to families and to 
others in the community and health services. Through monthly weighing of a child 
and plotting the weight on a growth chart, adequate or inadequate changes in weight 
can be revealed, discussed, and used to reinforce positive practices, motivate changes 
in harmful ones, reward and sustain new behaviors, and target nutrition and health 
advice and services to particular individuals, households, and communities. 

Growth monitoring is effective only when the information is actually used in 
this way, hence the switch to the term “growth promotion”, which is the ultimate 
objective. It is usually only effective when carried out at the community level by 
community mobilizers (e.g., trained mothers, adolescent girls) who can weigh 
accurately, understand and interpret growth, and use the information in counseling or 
in advocating for more community resources for nutrition. Its raison d’etre is one of 
prevention, through identifying growth faltering early on. 

In 1990, UNICEF conducted a multicountry evaluation using a common proto- 
col that viewed GMP programs as an effort to incorporate a Triple A cycle into 
existing decision-making processes at household and community levels (Pearson 
1995). The main findings were as follows: 


(i) GMP has been viewed as an objective in its own right, rather than an im- 
portant tool to facilitate a process. Weighing and plotting technologies 
have often been disseminated (for assessment) without proper attention or 
support to the other components of the GMP-based Triple A cycle (analy- 
sis of causes, communication with decisionmakers, linkage to action). 


(ii) The weakest stages of GMP have been analysis and action. Analysis has 
been impaired by the lack of a well-understood conceptual framework to 
guide the search for causes and solutions, and often by the lack of time for 
the health worker to conduct the analysis with the child’s care-taker. This 
problem is particularly acute in clinic settings, where time is short and ac- 
tion is limited to what can be done in the clinic (e.g., supplementary feed- 
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ing), actions that may not be appropriate for the causes of malnutrition in 
every child. 


(ii) Most GMP programs have not forged effective links with the individuals 
and institutions that control resources for action. The separation of clinics 
from relevant community institutions and decisionmakers is a particularly 
acute problem. 


(iv) The successful introduction of a “new” Triple A cycle—in the form of 
GMP—requires a significant effort to sensitize household or community 
decisionmakers to the existence of a broad social problem, to relate it to 
familiar aspects of life that concern them (including consequences of ill- 
ness and death), and, finally, to mobilize a demand for the information and 
action that can be derived from GMP. 


(v) Transmitting data from GMP to higher administrative levels often has a 
negative impact on their use at lower levels. This is partly because of the 
time required to make use of the data, but also, and equally importantly, 
because transmitting data elsewhere gives the impression that the data— 
indeed, the entire exercise—is for "someone else" at the higher levels that 
receive the data. In any event, GMP data are seldom used at higher levels, 
except for monitoring attendance, and are seldom communicated back to 
the communities. 


A comprehensive discussion of the role of nutrition information systems, in- 
cluding GMP, within country nutrition investment plans is provided in Mock and 
Mason (1999). 


Operational Research 


Operational research needs should be determined on the basis of the problems 
with project implementation that are identified over time by the management infor- 
mation system. Qualitative monitoring in particular should reveal priority research 
needs. Research should be simple, timely and participatory. 

The absence of evaluation research on the impact of large-scale nutrition- 
oriented programs has been highlighted in the overview (Mason, Hunt et al. 2001), as has 
the need to address one recurring question: what is the role, if any, of supplementary 
feeding in community-based nutrition programs? This is particularly important given 
the highly political aspect of food distribution and its high economic and opportunity 
costs. Supplementary feeding typically takes about half the budget in food costs, plus 
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large amounts of staff time. The availability of the supplementary food may crowd 
out other crucial aspects of the program such as counseling. Even if it is effective in 
closing nutrient gaps in nutritionally vulnerable individuals, there remains a question 
of its cost-effectiveness and sustainability relative to other interventions. Many other 
operational research questions will emerge. A proportion of the project budget 
should be set aside for these investigations. 


Sustainability 


Sustainability is conventionally defined as the durability of positive results. But 
it is more than this. For nutrition programs to make a difference in the long term, 
sustainability of positive outcomes and positive processes is crucial. Emphasis is 
increasingly being placed on the ability of the program to strengthen the capacity of a 
person, household, or community to adapt to changes in their surrounding develop- 
mental environment. Programs may deliver services that improve nutrition, and it 
will be important that such services and benefits continue—at least so long as they 
represent an effective and efficient use of resources as compared to other options. 
But the long-term aim is to facilitate or strengthen community-based nutrition- 
improving processes. 

It 1s thus ultimately the sustainability of the process, not the program per se, that 
is most important, with the link between the two being community ownership. 
Program sustainability, considered in this way, is Doux a milestone along the road to 
process sustainability. 

Sustainability must be built in from the planning stage when nutritional inter- 
ventions are designed. Building on local nutrition-improving processes helps to 
assure support, and promote commitment and the mobilization of local resources. 
sustainability analyses need to be long-term, as the objectives for such programs 
involve changes in community and household decision making which require time to 
take hold. Both external and locally mobilized support will need to match these 
long-term objectives. 

Sustainability relates to: the stability and strength of support for a program from 
key stakeholders (including the community, local and national government, and other 
external agencies); the coverage, intensity, targeting, quality, and effectiveness of 
actions; the status and condition of program infrastructure, the systems for its main- 
tenance, and the adequacy of the operating budget; and long-term institutional capa- 
city, including the capacity and mandate of operating agencies, the stability of staff 
and budget of operating agency, adequacy of coordination between agencies and 
between community organizations and beneficiaries, and the flexibility and capacity 
to adapt the project to changing circumstances (Valdez and Bamberger 1994). 
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Replicability 


Replicability is conventionally considered as the condition that a program can 
be applied in another geographic setting (regional, national, and/or international). 
The issue is usually raised by donors who would like to copy certain positive aspects 
of a program or project elsewhere, with the common caveat that such a copy be 
implemented at a substantially lower cost. 

Just as the initial choice of action in any situation is very much linked to that 
situation or context, so replicability should not be seen as the transfer of a pre- 
packaged set of inputs. Rather it should relate to a process that identifies and sup- 
ports the technical interventions, with the choice of action always deriving from an 
understanding of the nature and causes of the problem and the resources available. 

Processes are thus more replicable than projects. In this sense, for improved 
nutrition the most important element to adapt is the approach to the Triple A cycle 
and support for it. Early community and district level involvement helps to assure 
replicability. 

Thus, the enduring question— "how to go to scale?”—may be missing the point 
to some degree. Where successful community-based nutrition projects have acceler- 
ated nationwide, governments have usually changed their policies 1n ways that have 
triggered the emergence of similar community-based initiatives elsewhere. This is a 
truly bottom-up approach to policy, where the micro informs the macro, where policy 
levers are used to create conditions—i.e., the essential contextual factors—for 
community-based initiatives to emerge and grow. International agencies in turn 
should be prepared to learn from and to support such processes. The study countries 
have assimilated such lessons in considering essential supportive or enabling policies 
and programs. 

Another aspect of replicability concerns the way success is communicated, in- 
ternalized, and ultimately used to generate more success. This is often a gap in 
evaluation planning, which results in many evaluation reports gathering dust on 
bureaucrats'shelves. In any evaluation, it is thus simply not enough to carry out a 
survey, measure changes in a few indicators, and draw conclusions on the degree of 
programmatic success. The use of evaluations should not be separated from their 
actual implementation. This requires consideration of a variety of communication 
strategies and methods for disseminating lessons to those who can best apply them 
—from the communities involved to national-level policymakers. 


Conclusions 


* While the particular ingredients of success in community-based nutrition pro- 
gramming appear to be well recognized, the specific mix of these ingredients to be 
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selected in any one situation, and the way in which they are to be operationalized are 
context-specific issues. 

The type of generic lessons to be learned from past experiences with 
community-based nutrition programming relate more to the approaches adopted than 
to what was actually done—more "how" than "what". Both process and outcome 
orientations have merit over different time spans, but they need to be integrated for 
maximal long-term sustainable impact. Participation 1s fundamental to success, with 
respect to both means and ends. Tools such as the Triple A cycle and the conceptual 
framework are extremely useful in making the process and outcomes explicit to all 
stakeholders, thus improving communication and fostering ownership. 

In practice, progress in nutrition programming has been made where 
community-based programs are linked operationally to service delivery structures, 
often village-based primary health care outlets. Government employees at such 
levels may be oriented to act as facilitators of nutrition-relevant actions that are 
coordinated and managed by community-based mobilizers, who are often volunteers 
selected by local communities. This mobilizer-facilitator nexus should be supported 
and managed by a series of organizational structures from the grassroots to national 
levels. Community-government partnerships need to be forged through broad-based 
social mobilization and communication strategies. 

The menu of relevant actions for young children normally includes the follow- 
ing: growth monitoring and promotion, promotion of breastfeeding and appropriate 
complementary feeding practices, disease management, micronutrient supplementa- 
tion, deworming, and possibly targeted food supplementation. For women, actions 
include: antenatal and postnatal care for women including tetanus toxoid immuniza- 
tion, micronutrient supplementation, food supplementation during pregnancy, 
malaria chemoprophylaxis in endemic areas, and reproductive health education. The 
choice of the appropriate mix of actions and how they are to be implemented and 
phased over time will depend on the nature of the problems and their causes, and the 
feasibility of different strategies. Locally selected indicators may be used by mobiliz- 
ers and facilitators, both for planning and monitoring. 

At the national or state levels, enabling policies and programs are needed that 
explicitly consider the nature and causes of the malnutrition problem and thus the 
type of fine-tuning that may result in improved outcomes (or at the very least will not 
exacerbate the problem.). Policy making should be more bottom-up than it has been, 
with a greater emphasis on what can be learned from community-based success and 
how best to enable and accelerate it. This does not imply the exclusion of top-down 
solutions, which may have a role in certain situations. 
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Abstract. Vitamin A deficiency (VAD), iodine deficiency disorders (IDDs), and iron 
deficiency anemia (IDA) affect large numbers of the populations in Asia, often 
overlapping. Clinical VAD is probably declining, but subclinical VAD is common and 
carries significant mortality risk. IDDs fall when there are effective iodized salt 
programs. IDA persists unchanged at high levels, particularly affecting women and 
children. Deficiency control programs—notably high-dose vitamin A capsules six- 
monthly for children and iodized salt—are under way in many areas, and need to be 
sustained and made universal. Fortification is a key long-run solution, and multiple 
fortification and supplementation need to be researched and implemented. Better 
information is needed on programs and their impact; even baseline data are scarce. 
Public-private coalitions should be fostered with the food industry and others 
concerned. Capacity-building for the range of actions for controlling deficiencies 
should be an early next priority. 








UTC Mellel RE: mt te Fe TR we m) A a ole Ae” A lke eR c ense v 





Current Deficiencies and Control Programs 


icronutrient deficiencies affect a majority of the population in the 
eight Asian countries covered by the ADB-UNICEF Regional Techni- 
cal Assistance Project on Reducing Child Malnutrition in Eight Asian 
Countries (hereafter referred to as the Project). Usually several 
deficiencies are present at a time. Iron and iodine deficiencies are the most common 
currently known. About half the reproductive age women in most of the countries 
have iron deficiency anemia (IDA), and preschool children and other groups are 
extensively involved. Iodine deficiency disorders (IDDs, assessed as goiter in school- 
age children) strike from 20-60 percent of the population in different areas. Vitamin 
A deficiency has been widely recorded, although with much lower clinical preva- 
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lences (around 1 percent in preschool children). However, serum retinol assays 
indicate that the subclinical prevalence, associated with increased mortality risk in 
children and pregnant women, may be around 10-25 percent. Other deficiencies are 
certainly widespread but far less well described. Rickets in young children, associ- 
ated with calcium and vitamin D deficiencies, is probably widespread in the PRC and 
possibly elsewhere. Indirect evidence points to zinc deficiency as common. Selenium 
and a number of other micronutrients with effects on chronic disease (e.g., cancers) 
are emerging as problem areas. A brief review follows of the current situation, much 
of which draws on the country reports, summarized in Mason, Hunt et al. (2001). 

The consequences of micronutrient deficiencies can be devastating, and not 
only when they are clinically apparent. Iodine deficiency is the commonest cause of 
mental retardation (and is completely preventable), and has other far-reaching effects 
on cognitive and neuromotor function, reproduction, and on the development of the 
individual and of society (WHO 1993, Stanbury 1998). Vitamin A deficiency not 
only causes blindness (which is relatively rare today), but more importantly subclini- 
cal deficiency appears to be a major risk factor for both child and maternal mortality. 
The reduction in mortality from providing vitamin A supplements in large-scale 
experimental studies is impressive—about 25 percent reduction in children in defi- 
cient areas (Beaton et al. 1993), and recently shown as nearly half among pregnant 
women in Nepal (West et al. 1999). Iron deficiency, of which anemia is only one 
consequence (itself a risk for mortality, especiallv maternal), also has extensive 
effects on cognitive development and educability (Gillespie 1998, Viteri 1998). 
Given how widespread the deficiency is, the cumulative effects on society are 
enormous, and (like iodine) some of these are irreversible within the lifetime of the 
individual and can affect the next generation. 

Effective policies for controlling malnutrition depend on whether the problem 
is perceived as a priority, and how easy it is to deal with. So far, those problems with 
the most dramatic presentation have been those most easily addressed, and vice 
versa, as illustrated in Table 1. Thus iodine deficiency disorders and vitamin A 
deficiency (VAD) are being tackled effectively, but iron deficiency (usually meas- 
ured as iron deficiency anemia, IDA) remains highly problematic, and other possible 
deficiencies, like zinc, vitamin D, and calcium, have only recently begun to be taken 
seriously. Iodine deficiency disorders and VAD present dramatically and have 
straightforward technical solutions. Iron and other deficiencies are subtle and the 
solutions are not clear, partly because they are more difficult, and partly for lack of 
adequate research. 


68 Asian Development Review 


Table 1: Perceptions and Relative Priorities of Interventions 


Problem Presentation Intervention 

Vitamin A deficiency Striking: blindness, increased child Easy in children: infrequent high 
and maternal mortality risk dose capsules 

Iodine deficiency Striking: cretinism, dwarfism, goiter Easy: iodized salt 

Iron deficiency Subtle: anemia, reduced cognitive Difficult: e.g., frequent 
development supplementation 

General malnutrition- Subtle: smaller children Difficult: community-based 

growth failure programs 

General malnutrition— Striking: emaciated and dying Easy (in principle): emergency 

starvation in emergencies children and adults food aid and other assistance 


Source: Mason (1999). 


Prevalences and numbers affected by general and micronutrient malnutrition 
among priority groups by region are shown in Table 2 (taken from Mason et al. 
1999). For all except IDDs, South Asia has the highest prevalences in the world, and 
IDDs are of similar prevalences for most developing regions. But significant progress 
is being made in most of the deficiencies and regions. 

The progress among interventions to control IDDs and VAD is encouraging, 
with major acceleration in recent years, whereas control of iron and other less well- 
known deficiencies is not yet apparent. This can be related to the inherent nature of 
the deficiencies. Iodine and vitamin A are needed in minute (microgram) quantities 
daily, and the effects of one intervention last for several months: thus they are the 
most open to rapid attack. In contrast, the other minerals of immediate concern are 
needed in much larger daily amounts (milligrams), should be ingested more fre- 
quently, and have complex biological mechanisms. Current evidence is that IDA is 
persisting at high levels throughout Asia, with no sign of improvement. Trends in 
other deficiencies are unknown. In addition, the metabolism of iron, calcium, and 
zinc can be readily inhibited by other dietary constituents, and traditional eating 
patterns may make it almost impossible for some populations to get enough iron from 
their diet. Rapidly changing diets may pose other risks. The position for VAD, IDDs, 
and IDA is reasonably well known, as discussed below. 
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Table 2: Regional Prevalences and Numbers Affected by Micronutrient Deficiencies 


Underweight Anemia Subclinical Iodine Deficiency TGR 
(preschool) (nonpregnant women Vitamin A Deficiency (all ages) 
15-49 years) preschool) 
1995 1975-98 1995 1995 1985-1996 1995 
Region Prevalence Est. No. Prevalence Est. No. Prevalence Est. No. Prevalence Est. No. 
(96) Affected (96) Affected (96) Affected (96) Affected 
(millions) (millions) (millions) (millions) 
South Asia 52 87.4 59 149.0 35.6 59.5 17 203 
Sub-Saharan 
Africa 30 30.9 38 41.5 32.3 36.0 18 91 
East Asia 
Pacific 23 39.3 42 140.4 18.2 29.6 21 329 
Middle East & 
North Africa 16 7.4 33 20.3 9.8 42 20 42 
Latin America 
and Caribbean 11 6.2 24 27.2 19.6 10.2 11 4] 
Total 31 171.2 43 378.4 26.5 139.5 18 706 


Notes and Sources: 
Data assembled for “Progress in Controlling Micronutrient Deficiencies” (Mason et al. 2000). 
Underweight: Figures are from UNICEF (1997) for the % children suffering from moderate or severe underweight, 


based on 1997 SCN using 1995 as base year. 


Anemia: Prevalence data is from Progress in Controlling Iron Deficiency, Tulane University and Micronutrient 


VAD: 


IDD: 


Initiative June 1998. For Latin America and Caribbean: the regional prevalence was determined by weighting 
the prevalence figures of 27% and 17% with 0.675 and 0.325 for South America and Middle America/ Carib- 
bean respectively. Anemia estimated numbers affected were estimated by calculating the percent pregnant in 
each region using WHO estimations 1995 and applying these percentages to the 1995 population figures for 
the regions from UN Population Division 1995 (SOWC 1997). These estimations of non-pregnant women 
were multiplied by the prevalence of anemia in the region to determine the number of affected women. 
Adjustments to the age structure from 15-59 used by WHO to 15-49 used in this presentation were made aang 
1995 population estimations for women (UN 1996). 

Prevalence data is from MJ/UNICEF/Tulane (1998). VAD Sub-clinical for SSA: weighted the E. & S. Africa 
and W. & C. Africa figures to collapse into SSA. E & S. Africa was 37.1 % VAD and 18.6 million affected, W 
& C. Africa was 33.5% VAD and 17.4 million affected, whereas the combined region of SSA is 35.3 % VAD 
and 36 million affected. 

Prevalence data is from Mason et al. (2000). IDD for East Asia/Pacific: weighted the PRC and SE Asia figures 
to collapse into East Asia /Pacific. The PRC was 20.4% TGR and 236 mill affected, SE Asia was 21% TGR 
and 93 million affected, thus the combined region is 20.6% TGR and 329 million affected. IDD for Latin 
America/Caribbean: weighted Middle America and South America figures to collapse into Latin 
Am./Caribbean. Middle America was 6% TGR and 8 million affected, South America was 13% TGR and 
33 million affected, thus the combined region is 10.6% TGR and 41 million affected. 
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Clinical Vitamin A Deficiency 


Clinical VAD assessed by eye damage (xerophthalmia) is considered a public 
health problem at more than 1 percent prevalence, which is low compared to other 
deficiencies (MI/UNICEF/Tulane 1998). However, by the time clinical signs appear, 
the deficiency is dangerously advanced. Subclinical deficiency, assessed by levels of 
vitamin A in the blood (serum retinol) is much more widespread, and considered to 
be responsible for much of the risk associated with VAD. Prevalences of low serum 
retinol («0.7 Umol/l) are in the range of 10-30 percent in the study countries. The 
estimated prevalences for clinical VAD for 1995 are 0.95 percent for South Asia, and 
0.25 percent for East Asia and the Pacific, affecting some two million preschool 
children in these regions (which include the study countries). The prevalence in 
South Asia is higher than anywhere else in the world except Sub-Saharan Africa, and 
compares with an estimated developing country average of 0.6 percent. The estimates 
for subclinical deficiency are around 10-20 percent, with nearly 50 million children 
affected. 

The trend in clinical VAD prevalences can be assessed from certain countries 
where surveys have been repeated. On average, these indicate that the clinical 
prevalence has roughly halved over 1985-1995. As examples (from MI/UNICEF/ 
Tulane 1998, Table 2): India from 1.4 percent in 1976 to 0.7 percent in 1989; 
Sri Lanka from 1.1 percent in 1976 to 0.3 percent in 1987; Indonesia from 
1.0 percent in 1977-1978 to 0.3 percent in 1992; Philippines from 3.2 percent in 
1982 to 0.5 percent in 1993. These changes between successive surveys at country 
level are similar to the global estimates. Thus it does appear that there 1s a strong 
underlying trend of improvement in clinical VAD. The estimates from large-scale 
surveys (n>1000) since 1980 for Asia, and Africa for comparison, are shown in 
Figure la. Asian results are in Figure 1b. While the scatter is large, the improving 
trend is apparent here (and is significant for the combined data). 

Attention is turning to subclinical VAD, catalyzed by the finding that child 
mortality is greatly reduced by prevention of VAD, and that this must operate 
through preventing subclinical forms (Beaton et al. 1993). Recently, supplementation 
to prevent subclinical VAD has also been shown to dramatically reduce maternal 
mortality (West et al. 1999). It is likely that subclinical VAD is declining in general, 
but nonetheless it will be at least 20 years before the average subclinical prevalence 
is down to 5 percent, and meanwhile many preventable deaths will have occurred, 
and many highly vulnerable groups will still be affected. The country-specific VAD 
prevalence and trend estimates, largely from the country reports, are given in Mason, 
Hunt et al. (2001). All this argues for building on the presently favorable underlying 
trend, to maintain supplementation programs, and to develop effective fortification in 
the interim. 
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Figure 1a: Clinical Vitamin A Deficiency (xerophthalmia): Prevalence Trends 
in Preschool Children from Surveys since 1980 
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Source: MI/UNICEF/Tulane (1998). 
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Figure 1b: Clinical Vitamin A Deficiency Prevalance (xerophthalmia): 
Prevalance Trends in Preschool Children from Surveys since 1980 
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Source: MI/UNICEF/Tulane (1998). 


Supplementation with high-dose vitamin A capsules has reached high coverage 
in most of the study countries in the last few years. Data from the country reports is 
summarized in Mason, Hunt et al. (2001), and is attached here as Table 3. Estimates 
of program coverage for 1994-1996, from UNICEF supply data and country office 
reports (MI/UNICEF/Tulane 1998), indicated that Bangladesh, Philippines, and 
Viet Nam had around 90 percent capsule coverage; reports from India vary from 25- 
90 percent; whereas Sri Lanka had virtually no program at all during that time. 
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Table 3: Characteristics of Selected Current Programs Addressing 
Micronutrient Malnutrition 


Project 
Bangladesh 


VAD: Nutritional 


Blindness Prevention 
Programme 


IDA: with ANC 


IDD: Control of IDD 
program (CIDD) 


Cambodia 
VAD control: 
HKI & UNICEF 


IDA: no national 
Programe 


IDD: control 
programs 


Type, Content 


V AC distribution with 
National Immunization 
Day and EPI; home 
gardens; education 


Fe-folate given at ANC visits; 
fortification: not yet 


Salt legislation enacted 1995; 
mass communication; iod-oil 
injections phased out 


VAC with National 
Immunization Day, changing 
to with EPI 


Fe-folate available in health 
centers, use probably low 


Salt iodization programs 
beginning; salt production 

is mainly in one area; iodized 
capsules in interim bad areas; 
Well water iodization also tried 


PRC. Report not yet available on current programs and gaps. 
76.3% coverage of iodized salt reported for ‘95, 


India 


VAD: massive dose; 
fortification 


IDA: National 
Nutritional Anaemia 
Control Programme 


IDD: Universal Salt 
lodization 
Programme (USI) 


Vitamin A in oil dispensed; 
vegetable oil fortified but 
limited outreach 


Fe-folate supplements; 
diet promotion; 
rehabilitation 


650 salt iodization plants 
established; mobile labs; 
quality still highly variable 


Coverage, Target Groups Resources 
85% coverage of children $0.8 m/yr for VAC 
with VAC; postpartum for children 
supplementation also, 

coverage not known 

ANC coverage 20% (R)- NR 

50% (U); compliance 

not known 

Highly variable iodine Monitoring and 
content in salt; quality control 
265 refineries is issue 

99% of target children NR 

reported, survey shows 47% 

Coverage low now, $0.5/hd/yr 
programs starting 

68% of 6-12 mos., 25% of NR 

12-60 mos. reported covered; 

fortified cil reported 

not to reach poor 

P&l women targeted; NR 
supplements low coverage 

and variable supply 

In principle all areas should Quality control 
have access, but remote major issue 


areas vulnerable 
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Table 3. (cont'd.) 


Project Type, Content Coverage, Target Groups Resources 
Pakistan 
VAD No national program 
IDA No national program; 
Fe presumably in ANC 
IDD: National Social marketing to create 70% of producers iodizing Approx $1.5 m/yr; 
Programme demand; support to producers (1996), 50% hhs with iodized 4 cents/ 
(600+); lodized Salt Support salt; endemic IDD areas in beneficiary 
Facility north targeted. 
Sri Lanka 


VAD: no policy, but recent survey demonstrated problem; VAC postpartum to start; supplement food for poor 
mothers and children (Thriposha) fortified, with VA and range of micronutrients. 


IDA: in ANC Fe-folate given with ANC ANC covers most pregnant NR 
which has high participation. women. 
Fortification of wheat flour Wheat flour mainly in urban 
being considered. Areas 

IDD: salt iodization Law enacted in 1995. Quality National program. NR 


highly variable, only 30% 


adequately iodized. 
Philippines 


VAD control VAC with National Immn Pre-schoolers, VAC $0.4/hd/yr 
program (ASAP) Day. Several foods fortified 100% reported, inc] program 
with VA 80% on survey. costs 
IDD control 1. Iodized oil capsules, Capsule targets ? Iod capsules: 
with VAC (ASAP) Salt: whole population calculates at 
2. Salt iodization $0. 1/hd/yr 
Iod salt: 


$0.3/hd/yr 
Viet Nam 


VAD: National VAD VAC distribution; education; VAC 6-60 mos., 98.5% 878 commune 
Contro] Programme dietary improvement; coverage reported; workers, 
V AC postpartum. mothers 53%. 940 district, 
106 province. 
$0.08/hd/yr 
IDA: National IDA Iron tablets, deworming, Pregnant women, children 200 commune 
control program fortification planned, «2 yrs, girls >15 yrs. 425,000 workers 
diet diversity. pregnant women reached (1/10,000) 
with tablets in 1995 (20967), women. 
now <25. Impact reported. $0.55/hd/yr 
IDD: National IDD Salt iodization. Hhs using iodized salt: $0.05/hd/yr 
control program 40-90% by area ('96). 


86% salt produced iodized. 
Note: NR means not reported. 
Sources: Country studies, with additional information from MI/UNICEF/Tulane (1998); Mason, Hunt et al. (2001, 
tables 1.5 and 2.2). 
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Iron Deficiency 


Iron deficiency is usually assessed as iron deficiency anemia (IDA). Data are 
mostly available from small-scale surveys, national coverage is rare. The prevalences 
shown in Table 2 for non-pregnant women, taken from WHO compilations, indicate 
that between half and two-thirds of women of reproductive age in Asia are anemic, 
totaling some 250 million women. Trends are hard to assess because there are no 
comparable repeated surveys with any significant coverage (e.g. sample size more 
than 100). Putting together the point estimates over 1970-1995 (Figure 2) showed no 
significant trend (Mason, Hunt et al. 2001); the data for the two Asian sub-regions 
are reproduced in Figure 1b. The average level in South Asia is seen as around 
60 percent prevalence among reproductive age women, and around 40 percent in the 
South East Asian countries (only those covered by the Project, plus Thailand, are 
labeled). But the variation in the data is so great that, even if there were an under- 
lying trend, it would be hard to find. The best we can say is that there is no sign of 
improvement (compare with the VAD scatterplot and repeated surveys), and that a 
priority should be to get representative data so that any change from current levels 
can be assessed in the future. 

Information on coverage of supplementation programs is patchy. Where re- 
ported, indications are that around 50 percent of women receive iron/folate as part of 
antenatal care (Mason et al. 2000). Programs are reported in Bangladesh, India, 
Sri Lanka, and Viet Nam (see Table 3). The coverage assessment probably substan- 
tially overestimates the percentage of pregnant women taking iron supplements daily. 
However, the existence of programs aiming to provide these supplements gives a 
basis to build on. One way ahead is to examine what the real situation is 1n selected 
areas, and what it would take to overcome the constraints. Nonetheless, it remains 
improbable that this method of providing iron will ever become more than a secon- 
dary method for reducing anemia, even if weekly supplementation is shown to be 
efficacious. Medical use of iron preparations could be improved, and a suitable 
pediatric preparation for young children needs to be developed and used. 

Fortification is again likely to be the most important approach to dealing with 
iron deficiency. Work has begun on fortifying wheat in India, Indonesia, and 
Sri Lanka, but while useful, the overall effect will be limited as the staple for the 
majority of the population is rice. The PRC and Viet Nam have recently starting 
exploring the use of condiments such as soy sauce and fish sauce as vehicles for iron. 
Bioavailability and consumer acceptability studies are under way. In sum, not a great 
deal is happening to address iron deficiency at present, and it should be a much 
higher priority. 
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Figure 2: Anemia Prevalences («12g/dl Hb), 
Nonpregnant Women 15-49 Years 
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Source: WHO and UNICEF data, forthcoming in Mason et al. (2000). 


Iodine Deficiency Disorders 


Iodine deficiency disorders are very widespread in Asia, but prevalences are 
likely to be declining as salt iodization spreads. However, as with other deficiencies, 
the significance of mild, subclinical deficiency has probably been underestimated. 
The situation as reported by the country studies is summarized in Table 4, which is 
taken from Mason, Hunt et al. (2001). 


b. 
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Table 4: Iodine Deficiency Disorders: Goiter Prevalences and Salt Iodization 


Prevalences of Goiter( 6), in % Households with Range Reported in Goiter 
Specified Population Groups Adequately Iodized Salt Prevalences 
(Year) 
A B C 
Bangladesh 47.1% All (1993) 44% (1993) 27.2% (hills, M) 
55.6% Women, 15-44y to 59.8% (flood, F) 
Cambodia 12% 8-12 years (1997) 79% (1995-98) 1-39% by area 
17% all 
PRC 20% Adults, year not specified 76% (1995) 
India 25% Endemic areas, 50-75% (1995) 1.5% (Assam) 
Age, year not specified to 68.7% (Mizoram) 
Pakistan | 30% 6-12 years, («1993) 23% , year not 14-82% 
40% all specified 
Sri Lanka 7-30% All (1980s) 47% (1995-98) 
Philippines 21-27% Pregnant women (1993) 15% (1995-98) 
6% All ages 
Viet Nam 9-40% 8-12 years (1993) 6% (1997) 9-40% 


Source: Mason, Hunt et al. (2001, table 1.5). 


The prevalence of goiter ranges widely, varies between areas, and is not 
consistent through time. For example, three surveys in Bangladesh reported goiter 
rates of 29 percent in 1962-1964, 11 percent in 1981-1982, and 56 percent in 1993; 
however, the latter figure included palpable, not just visible, goiter and more exten- 
sive training of investigators, and the comparability of samples is uncertain (Yusuf et 
al. 1993). In any event, it is clear that IDD, as assessed by goiter, is widespread. It is 
likely that salt iodization will result in a major improvement, if quality control can be 
strengthened. 

Better data are available on the extent of salt iodization, as manufactured and at 
the household level. Country reports are shown in Table 4, column B, with a range of 
23 percent to 76 percent in the countries providing data. An average of 60 percent of 
households in Asia were reported by UNICEF to be consuming iodized salt in 1997. 
However, some household surveys directly assayed the iodine content of salt, and 
found it to vary considerably. Anecdotal reports indicate that iodine content can bear 
little relation to package labeling. While there is no doubt that promotion of iodiza- 
tion of salt has had enormous impact, the urgency now is to assure quality control. 
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Multiple Deficiencies and Interactions 


Multiple deficiencies and interactions must be very common, although seldom 
assessed. Interactions may mean that reducing only one deficiency when there are 
several affecting the same individual may have no effect. We have calculated from 
the simple assumption that the worst off are those likely to have multiple deficien- 
cies, to try to get an order of magnitude estimate of the extent of two or more defi- 
ciencies concurrently in the same children; results are shown in Table 5 (Mason, 
1999). In South Asia, over one-third of children may have at least two deficiencies, 
and around 20 percent is the estimate for East Asia and the Pacific, which includes 
the PRC. Getting on for 100 million children would thus be affected. 


Table 5: Illustration of Possible Overlap of Micronutrient Deficiencies 
in Preschool Children, Approximately 1995 





Region Anemia Vitamin A Deficiency IDD Affected Percent with 2 or more 
(subclinical) Micronutrient Deficiencies 
Preva- Estimated Preva- Estimated — Preva- Estimated Preva- Estimated 
lence Number lence Number lence Number lence Number 
(%) Affected (%) Affected (%) Affected (%) Affected 
(millions) (millions) illi (millions) 
South Asia 52.7 93.8 35.6 59.5 17 28.4 35.6 59.5 
Sub-Saharan 
Africa 35.2* 63.6 35.3 36.0 18 18.4 35.2 -© 35.9 
Middle East/ 
North Africa 9.8 4.2 20 8.6 20.0 8.6 
East Asia/Pacific 141 20.0 182 29.46 21 34.2 182 . 29.6 
Latin America 
and Caribbean 22.9 13.0 19.6 10.2 11 5.7 19.6 10.2 
Total 342 190.4 26.5 139.5 18 95.3 273 143.8 


Notes and Sources: 


Data assembled for MN-Net update and Mason et al. (2000). 

Anemia: Prevalence and number affected data is from WHO (1993, Table 8). Prevalence of anemia among different 
populations based on 1996 national data. Some approximations were used for anemia by region including: 
South Asia is the approximation for the WHO Southeast Asia; Sub-Saharan Africa-and Middle East/ North 
Africa are weighted and combined into one region including the WHO Africa and Eastern Mediterranean; East 
Asia /Pacific is the approximation for the WHO Western Pacific Non-industrialized; Tana America and 
Caribbean are the approximation for the WHO Americas non-industrialized. 

VAD: Prevalence and number affected data is from MI/UNICEF/Tulane (1998). 

IDD: Prevalence data is from data assembled in Mason et al. (2000). All IDD data is just an illustrative example that 
sets the prevalence of iodine deficiency in preschool children to the same prevalence of that found in 6-11- 
year-olds. Although the prevalence of iodine deficiency is likely lower in preschool children than that in 
school-age children, no adjustment factor was used due to assumed vulnerability of the children in utero from 
the mother’s iodine status. 


a- 
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A number of important interactions are indeed merging. Both iron and vitamin 
A deficiencies cause anemia (Schultink and Gross 1996); most micronutrient defi- 
ciencies (e.g., zinc, iron) affect the immune system; both iron and iodine affect 
cognitive development; protein/energy, calcium, and vitamin D affect longitudinal 
growth; and so on. If any of these relate to consecutive steps along a metabolic 
pathway (and this is likely) then fixing one deficiency alone will not improve the 
situation. This is in line with work by Golden (pers. comm.), who showed much 
increased recovery rates in severe malnutrition when a complete range of micronutri- 
ents was provided. It is argued that this is relevant because children’s growth patterns 
in poor countries are typically of successive episodes of growth failure (with infec- 
tious disease) and catch-up growth. Wasting involves loss of tissue and its contents, 
which need to be replaced for adequate catch-up; inadequate catch-up is the proximal 


. cause of much of the growth failure in Asia. 


Multiple micronutrient supplementation and fortification, discussed in the next 
section, is thus indicated not only on the grounds of operational advantage, but may 
actually be essential for biological impact in many circumstances. 


. Strategies for Controlling Micronutrient Deficiencies 


The principles for effective control of micronutrient deficiencies are covered 


‘authoritatively and in detail in a number of recent publications. The Institute of 


Medicine of the US National Academy of Sciences (NAS) recently published the 
results of extensive consultations and the associated background papers (IOM/NAS 
1998). The volume contains an important synthesizing chapter on program design by 
Howson, Kennedy, and Horwitz (1998). What follows is in line with these views, 


focused on the specific needs of Asia. Papers by Viteri (1998) on iron deficiency, 


Underwood (1998) on vitamin A deficiency, and Stanbury (1998) on iodine defi- 
ciency provide much of the general background and justification, and this paper does 
not attempt to duplicate this definitive material. Specifically on iron, a recent publi- 
cation by Gillespie (1998) for the Micronutrient Initiative (MI) goes into more detail 
than the NAS document in examining issues of supplementation and fortification. 
Recently, an expert consultation on “Strategies to Accelerate Programs to Reduce 
Iron Deficiency" was convened and provided broad consensus on key issues 
(UNICEF/UNU/WHO/MI 1999). 

The conventional framework of "supplementation, fortification, food-based ap- 
proaches, and public health control measures”, is laid out in these and other docu- 
ments—for example it is clearly explained in the NAS report (see IOM/NAS 1998, 
Table 1-1 for a summary). Within the framework, supplementation and fortification 
can be universal or targeted; and "food-based approaches" refer to nutrition educa- 
tion, food production, and "food-to-food fortification", meaning mixing of staple 
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foodstuffs, like mango with gruel, at the household level. The “public health control 
measures” (as formulated in the NAS report) are immunization, parasite control, 
water and sanitation, control of diarrheal diseases and acute respiratory infections, 
and personal sanitation/hygiene. These undoubtedly account for much of the recent 
reduction in deficiency diseases (notably of VAD). These programs are covered more 
usually in health sector reviews and policies, and are not greatly influenced by 
consideration of micronutrient deficiency control. They will thus not be a focus here. 

In the long run, fortification is likely to play a central role in the control of most 
micronutrient deficiencies in Asia, as it has already in the industrialized world. But a 
mix of strategies will be needed to reach this stage. Here we lay out the steps and 
their linkage as they appear appropriate for the next 10-20 years, bearing in mind that 
new research in both the deficiencies and the technology for their control may 
change this perspective—indeed supporting such research is likely to be an excellent 
investment. A summary is given in Table 6. 


Table 6: Priorities for Controlling Micronutrient Deficiencies in Asia 


Method 
Nutrient Supplementation Fortification Food/nutrition education 
Vitamin A VAC high dose for Situation-specific research, Education of doubtful wide 
children. then applied effectiveness. 
Research: VÀ low (e.g. in vegetable oil). 
dose, in multinutrients, 
especially for ANC 
Iron (/folate) Tablets in ANC, as part Nonrice staples: situation- Possibly try to reverse trend 
of multinutrients; also specific research, apply in in falling production and 
population groups. cereals and other foods. consumption of pulses. 
Rice staples: general Education largely inapplicable 
research is high priority. in vegetarian cultures. 
Iodine Not current, but might Quality control main issue; Raising awareness about 
apply as part of try community-based testing iodized salt. 
multinutrients in ANC. and enforcement. 
VitD/Ca/P Research needed into epidemiology, causality, and significance of rickets, 


rickets/stunting stunting (and whether related) especially in China (and Mongolia). 


Water-soluble Likely benefit as part of multiple nutrient supplementation and fortification. 
vitamins 

(B-vitamins, C) 

Ca, Zn, other Research is indicating possible generally important role, notably for Zn. 


minerals Probably indicated for supplementation and fortification; watch for interactions 
e.g. with iron. 


Other-fat-soluble Research needed. Are they a problem of public nutrition significance? 
vitamins (E,K) 
Note: See tables 1-1 and 2-1 of IOM/NAS (1998), based on levels 2 and 3 of deficiency (mild-moderate). 
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A medium-term strategy should build on current programs and experience in 
supplementation, fortification, and food-based approaches. It should include research 
in a number of areas, including the effects of the deficiencies and their extent, and 
effective control. Only for iron is efficacy of programs an issue, and this is more 
social than biological—supplements or fortification can improve iron status if there is 
accessibility and compliance. New research into basic mechanisms will almost 
certainly establish a wider range of important micronutrient deficiencies, and, 
crucially, the interactions between them. This may be one key to progress. For 
example, as mentioned earlier, if both VAD and iron deficiency cause anemia then 
trying to control one deficiency at a time will not be effective in reducing anemia. 

Thus the usual approach of tackling one micronutrient at a time no longer 
makes sense. Vitamin A may be a partial exception as high doses for children and for 
mothers just after delivery give a unique opportunity to reduce deficiencies, but this 
cannot work for most reproductive-aged women, who are emerging as a key target 
group and need more frequent low doses. Nor should the aim be restricted necessar- 
ily to the three high priority deficiencies of iron, iodine, and vitamin A. The better 
focus will be on multiple micronutrient fortification and supplementation, and this 
should be a central feature of a new strategy. 


Vitamin A Deficiency Control 


The number of children given high-dose vitamin A capsules or solution (India) 
twice yearly is already large. Data from the country reports is based on estimates of 
program coverage, and assessments can also be made from the numbers of capsules 
distributed (MI/UNICEF/Tulane 1998). Essentially, those countries that officially 
recognize the problem have access to and are distributing about enough capsules to 
reach all children under five years of age, and those that do not recognize the prob- 
lem have minimal coverage. Thus in 1994-1996, Bangladesh, Cambodia, Philippines, 
and Viet Nam reported around 90-100 percent program coverage (although 
Cambodia and Philippines reported lower supplies of capsules at 31 percent and 
62 percent). In India, erratic supply of vitamin A syrup and distribution logistics are 
reported to have depressed coverage to below 30 percent of all children under three 
years of age. Pakistan and Sri Lanka reported no coverage and less than 5 percent 
potential coverage from capsule supply, and had not at that time recognized the 
problem (this may have now changed for Sri Lanka, but not yet in Pakistan). Recog- 
nizing and giving continuing priority to the problem is a prerequisite, and steps are 
needed to ensure this. These may start with an assessment: a recent survey in 
Sri Lanka (Government of Sri Lanka 1997) showed around 30 percent prevalence of 
low serum retinol and was instrumental in creating the awareness that is now leading 
to VAD control programs. 
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High-dose vitamin A capsules are delivered as a blanket approach for children 
through National Immunization Days (NIDs) (e.g., Bangladesh, Cambodia), through 
Vitamin A days (or weeks), and otherwise with immunization contacts and through 
the health services. Through a combination of NIDs and a specially organized annual 
Vitamin A week, Bangladesh is achieving coverage rates of over 90 percent. Medical 
use of vitamin A, when children present with infections, is common. Providing a 
vitamin A capsule to mothers within one or two months of delivery is also catching 
on—policies exist in Bangladesh, Cambodia, Philippines, and Viet Nam. These 
methods are becoming well tried and tested. The policy should. be to sustain and 
expand them to full coverage for at least the next 10-20 years, even though clinical 
VAD is disappearing, because subclinical VAD is dangerous and is likely to 
continue to affect children for this period. Monitoring of programs and periodic 
assessment of impact should be an additional priority (Mock and Mason 1999). 

The next steps.are to shift toward fortification, and to include vitamin A in low 
doses in multiple nutrient supplementation. In most of the study countries, fortifica- 
tion of various foodstuffs with vitamin A is under active investigation. The country 
reports and information from a UNICEF survey in 1997 (MI/UNICEF/Tulane 1998) 
indicate that the Philippines, India, and Pakistan (AERC 1998) have current vitamin 
A fortification programs—the latter two of limited outreach. The common vehicles 
used or under study are vegetable oil and hydrogenated fats, margarine, sugar, wheat 
flour, and milk. Soft drinks and convenience foods (e.g., instant noodles) are fortified 
in the Philippines. In Thailand, a triple-fortified spice package is widely marketed 
with several instant foods (such as noodles) and is reported to be commercially viable 
(Chavasit and Tontisirin 1998). 

Investment in research and development now could ensure that all the study 
countries have national vitamin A fortification programs providing for much of the 
needed dietary intake over the next five to ten years. At the same time, dietary 
promotion should be supported, extending beyond the conventional focus on fruits 
and vegetables to include other dietary sources whose efficacy has been demon- 
' strated, such as red palm oil and eggs. Malaysia and Indonesia are among the world’s 
largest producers. and exporters of palm oil, mostly refined. The refining process 
removes most of the -betacarotene present. However, a process has been developed 
recently by the Palm Oil Research Institute of Malaysia that removes the characteris- 
tic odor and taste of red palm oil without losing the betacarotene. If this refined red 
palm oil can be offered at prices competitive with normal refined palm oil, it could 
be a major dietary strategy to improve vitamin A status in several Asian countries. 


Jodine Deficiency Control 


Iodine deficiency control is being tackled effectively in some areas in the region 
through salt iodization. All the countries in the Project have salt iodization programs 
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supported by legislation. The major issues are that the iodine content varies very 
widely between manufacturers, wholesalers, and retailers, and that remoter areas, 
which are often also the most affected, may not have access to the iodized salt. These 
may simply be rectified with time and vigorous support to the programs. 

Some innovations are possible. The iodine content of salt can be tested semi- 
quantitatively, with kits produced in India, Bangladesh, Thailand, and Indonesia, 
- (also available through UNICEF), at the local level, in community-based programs, 
and through health facilities and schools. Awareness of whether the salt they are 
currently eating is actually iodized (as it is supposed to be, according to the label), 
plus knowing the consequences of deficiency, could do a lot to produce pressure 
leading to better quality control. This approach seems ready for pilot-testing, and 
could lead to an appealing program design. Salt-testing kits could be considered not 
.only as the critical tool for alerting people to the absence of iodine in their salt, but 
also as the center piece of an education effort to teach children the basic facts about 
IDD and the practice of using iodized salt. School health education is one of the best 
ways to establish the universal norm of using iodized salt. There should also be 
discussion on how to get the mass media involved in periodically reminding the 
public of the danger of IDD and the proper use of iodized salt. Norms need rein- 
forcement from time to time if they are to be sustained. 

Iodized salt is not the only way to supply iodine. Blended foods, for example, 
can be fortified, like Thriposha in Sri Lanka, which provides significant amounts to 
the poorer 30 percent of households who have access. At least until the iodine 
content of the salt supply can be better assured, it may be worth including iodine 
when there are suitable opportunities in both multiple fortification and multiple 
supplementation. 

In many Asian countries, salt iodization is the first large-scale experience in 
national fortification of a commodity. This has provided valuable lessons in collabo- 
ration between government, industry, NGOs, the media, and other sectors. It has also 
offered insights into building and sustaining an intervention politically, technically, 
. financially, and culturally. Success with salt iodization.is generating the confidence 
to address other more complex micronutrient problems. But sustaining iodine pro- 
grams calls for continued political commitment and the motivation of industry. 
Producer compliance, quality assurance, logistics problems, and bottlenecks need to 
. be addressed through effective advocacy, social communications, monitoring of salt 
: iodine levels, regulation, and enforcement. 


Iron Deficiency Control 
Iron deficiency control is far more difficult. One underlying problem is that the 


iron content of the Asian diet has been falling since about 1970, not only the overall 
supply, but also the concentration of iron in the diet has fallen (e.g., as iron per 
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kilocalorie). This is probably partly due to the substitution of pulses (e.g., beans and 
peas) by cereals associated with the green revolution (ACC/SCN 1987,1992; World 
Bank 1994). Moreover, most of the iron is from vegetable sources and thus is of low 
bioavailability. The most available source, haem iron from meat, is excluded from 
the vegetarian diets of large sections of the population. In fact, Viteri (1998) esti- 
mates that it is difficult to obtain enough bioavailable iron at all on vegetarian diets. 

Most countries have some form of iron supplement distribution, often with 
antenatal care. But problems include poor compliance with taking tablets daily, and 
inadequate distribution, logistics, and counseling. It has been reported that, in India, 
an adequate procurement of millions of iron tablets at state level became a meager 
and quite inadequate supply in clinics (Gillespie, Kevany, and Mason 1991). Weekly 
supplementation has some effect, although it is less effective than daily supplemen- 
tation, but even a weekly regime will pose major problems in reaching those that 
need it. While undoubtedly iron (or usually iron/folate) supplementation should form 
a regular part of antenatal care, clinic attendance and adherence are likely to remain 
sporadic. 

Iron fortification of cereals, especially wheat and corn flour, is rapidly gaining 
ground in parts of the world where these are staple foods. Indeed, in these areas, 
which include Pakistan and northern India, this approach may have the potential for a 
coverage and impact comparable with salt iodization. An important factor deter- 
mining the absorption of the iron in milled flour is the level of extraction. High 
extraction flours (with extraction rates above 82 percent) have high phytate contents, 
which restrict the bioavailability of the nutrients in the flour. For this reason, a recent 
assessment of flour fortification in India indicated that fortifying whole wheat flour 
with the traditional iron compounds would not be worthwhile. Concern regarding 
absorption has prompted renewed interest in the use of newer iron compounds: 
specifically sodium iron ethylenediaminetetraacetic acid (NaFeEDTA) and amino- 
chelated iron. In diets containing inhibitors, the iron in NaFeEDTA is two to three 
times more available than from ferrous salts and an absorption of 8-10 percent can be 
expected. Studies to test the use of NaFeEDTA are currently in progress in India 
(wheat flour), PRC (soy sauce), and Viet Nam and Thailand (fish sauce) (Sinawat 
1998). | 

There is also an urgent need to ensure that young children obtain enough iron in 
their diets through commercial or household levels, and to fortifv complementary 
foods. However, many of those who most need increased intake of bioavailable iron 
have rice as their staple food. Fortification of rice with iron-containing products is 
not easy, it washes out with cooking, discolors the rice thus reducing acceptability, 
and is processed by many small-scale producers, among other problems (Gillespie 
1998). Research is being done in a number of centers, and more support for such 
research can be expected to yield dividends. Widespread fortification with iron will 
eventually be possible. The issue is to invest now to hasten that process. 
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No single intervention will solve the iron problem, although fortification should 
play a central role. Deciding what to do should not be seen as "either-or", but as 
"and-and". Supplementation of at-risk groups (including young children), fortifica- 
tion, dietary modification, parasitic disease control, and the overall education of 
policymakers, professionals, and the public, all have their place. The relative prereq- 
uisites, costs, constraints, and opportunities all need to be explored in each situation 
to determine the appropriate mix of interventions. These should be integrated and 
mutually reinforcing—for instance, the focus on supplementation can benefit from 
being reinforced by greater attention to fortification or dietary promotion. 

In the wider picture, technological problems are not nearly as serious as the 
operational issues related to making programs work and reach their targets. Supply 
and logistics, communications and community participation, and partnership building 
across a wide range of players, public and private, are all important to ensure the 
effectiveness of efforts to reduce anemia and iron deficiency in large populations. 
Many of these needs interact, and many of the interventions are mutually reinforcing. 

Developing a new and medium-term strategy for investment support provides 
an opportunity for considering emerging needs and problems. A number of other 
issues can be considered as indicated in Table 6. 


Rickets 


The persistent reports of very high prevalences of rickets in the more northern 
parts of the PRC are very striking (PRC 1999), and rickets has also recently been 
reported in Mongolia (D. Fraser, pers. comm.). In the PRC, prevalences as high as 
44 percent are observed, and while young children are the most affected, rickets is 
also reported in adolescents. The existence of rickets may be linked to the slow 
progress in reducing stunting in the PRC, in contrast to the more rapid reduction of 
underweight. If so, this has major implications for general nutrition programs. But 
rickets must also be addressed as a problem itself, and here a better understanding of 
the etiology is needed—it is almost certainly not as simple as a straightforward lack 
of vitamin D due to limited exposure to sunlight, although seasonal changes in 
incidence are suggestive. Dietary calcium and phosphorus are likely to be involved, 
as are dietary factors that inhibit their absorption, as well as other possible growth 
factors. Nonetheless, the problem may respond to increasing dietary vitamin D 
intakes. As this can be approached relatively easily through fortification, it should be 
investigated as a matter of priority. If low intakes of calcium are responsible, then 
there are important implications for food policy. 
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Zinc Deficiency 


There are no specific signs for zinc deficiency (Golden 1994, 1995), so its 
detection depends on measuring responses to changing intake, usually in supple- 
mentation trials. These have only been done in sufficient numbers recently, and, 
while the results are not always consistent—as might be expected as the deficiency is 
likely to interact with other factors—it is likely that zinc deficiency is widespread 
and contributing to childhood illness (Gibson, Ferguson, and Lehrfeld 1998). 
Diarrhea in particular has been studied (Mehta and Blecker 1998). 

The policy for addressing additional possible micronutrient deficiencies, once it 
is accepted that tackling one at a time may no longer be appropriate, is based on a 
different set of considerations. The better approach, as argued above, is going to be: 


(i) to promote fortification widely, often multiply in the same commodity or 
processed food, otherwise by fortifying a range of suitable vehicles; and 


(ii) to promote multiple nutrient supplementation, with some variation 
between different target groups (e.g., iron especially for women and 
children). 


This being so, the question of whether to include a wide range of nutrients, 
such as zinc, or the water-soluble vitamins (Bs and C), turns more on the possible 
cost-effectiveness in terms of health and nutritional outcome, than on the extent, 
consequences, and presentation of the deficiency. The argument may be the reverse 
of the usual—do we have reason not to include a micronutrient that may be limiting? 
For example, a cheap vitamin (say thiamine) might be included even if the evidence 
for deficiency is sparse. Indeed, this is what happens with blended foods like 
Thriposha, commercial weaning foods, and breakfast cereals. Hence the undramatic 
deficiencies (like zinc, folate, and perhaps other water-soluble vitamins) may finally 
get attention through a policy of multiple fortification and supplementation. Table 7 
sets out the costs of addition. of several micronutrients and demonstrates that the 
actual additive costs are quite small and possibly affordable in many Asian countries. 


r- 
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Table 7: Cost of Food Fortification with Micronutrients 


(additive cost only) 

Vitamin 1/3 RDA Cost/Person/Year ($) 
A (250 CWS) 1111 IU 0.073 
D (100 CWS) 133 IU 0.016 
E (50% CWS) 5 IU 0.139 
Bl 0.47 mg | 0.004 
B2 0.57 mg 0.013 
B6 0.73 mg 0.006 
Niacin 6.3 mg 0.019 
Folic Acid 66.7 mcg 0.001 
B12 1 mcg 0.014 
C 20 mg . 0.055 
Total $0.339 


Note: Hoffman Laroche prices in November 1997. 


Multiple Fortification and Supplementation 


Multiple fortification is common in commercial products, breakfast cereals 
being a good example. Double fortification with specific nutrients, notably iron and 
iodine in salt, has been investigated for some time; here there are a number of 
problems of interaction and acceptability. The effectiveness of doubly fortified salt in 
improving iron and iodine status among women and children in Ghana has been 
demonstrated only recently (Assibey-Berko 1999). But, as the scope of possible 
products to fortify expands, this will become easier technically, and the issue will 
increasingly be to implement feasible solutions. Thus in the context of the Project, 
support for the necessary research, promotion, pilot testing, and policy commitment 
for multiple fortification, in close cooperation with the food industry, represents an 
important opportunity to make a real difference. | 

There has been a growing consensus on the need to provide a multiple micro- 
nutrient supplement to women on a daily basis during pregnancy and on a weekly 
basis ahead of pregnancy. The minimum suggested contents for such a supplement 
are vitamins A, B6, B12, and D, with iron, folic acid, riboflavin, zinc, and possibly 
thiamine and vitamin C (Huffman 1998). There is clear evidence that these nutrients 
are strongly related to safe motherhood (reducing anemia and other maternal health 
concerns) and pregnancy outcomes. Thailand has already been providing multiple 


. micronutrient supplements (containing vitamins A, D, thiamine, niacin, and B6) to 


pregnant women since 1980. The cost is estimated at less than US$1 per pregnancy. 
The feasibility of multiple supplementation as pills or tablets is not very differ- 
ent from that of single nutrient supplementation, but the main issue is that they would 
need to be taken regularly and frequently. One parallel is iron supplementation for 
women, which is not widely successful. While the side effects of taking iron tablets 
may be a constraint, there are many others, including distribution, counseling, and 
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the simple difficulty of taking tablets every day. Test marketing and promotion of 
multiple supplements may be practical in some societies, perhaps those that are more 
urbanized and developed, but other means of providing multiple supplements also 
need to be looked into. 

The use of a spice or condiment mixture containing multiple nutrients looks 
very promising. In Thailand, a small packet of tasty spice-nutrient mix is marketed 
(e.g., with instant noodles), and appears widely accepted. Engaging the food industry 
in developing such approaches is clearly a way ahead. 

Finally, we should keep in mind that there are many other food constituents that 
may have an important impact on health. Some are now being shown to have large 
effects on chronic disease, such as the impact of selenium on cancer initiation (Clark 
et al. 1996, Nelson et al. 1999). More generally, certain foods, of which fruits and 
vegetables are the most obvious, appear to have a surprisingly large protective effect 
against cancers (Miller 1990, 1995); and dietary links to circulatory diseases are well 
established (e.g., Lichtenstein et al. 1998, Suter 1999). In view of the likely emer- 
gence of chronic diseases, such as diabetes and heart disease, as a critical health 
problem in midlife—perhaps triggered by a combination of intrauterine growth 
retardation and inappropriate diet in early life—it may be wise to take a closer look at 
how these protective factors can be promoted, including possible fortification. 


Information 


Setting policies and designing programs for addressing micronutrient deficien- 
cies requires detailed and extensive information, but the current information situation 
in the study countries is very inadequate, all the way from basic research, through 
evaluation, to monitoring interventions and trends in deficiency. Moreover, misun- 
derstandings and even misinformation are common. The NAS highlighted that “there 
are a number of widely held beliefs among designers and implementers of micro- 
nutrient interventions that have not been empirically tested and that require such 
testing" (IOM/NAS 1998). Two examples of this conventional wisdom are quoted. 
The first refers to the belief that social marketing and education of recipients are 
essential—in fact the one example quoted to support this idea, the Thai ivy gourd 
experiment, showed little biological impact, although production and dietary habits 
changed (Smitasiri and Dhanamitta 1996); and this, as the NAS report states, is one 
of very few such examples. We had earlier noted the absence of evidence for impact 
of dietary change efforts on VAD (Gillespie and Mason 1994), and this does not 
seem to have improved much. The second is "the belief that community-level : 
involvement is critical to high-coverage and sustainability of progress achieved by 
programs". Again, this points to the urgent need for rigorous and clear-sighted 
evaluation. 
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Monitoring of trends in the deficiencies is still at an early stage. Only recently 
were data assembled to demonstrate the rapidly improving trends in clinical VAD 
(MI/UNICEF/Tulane 1998). This has important policy implications, for instance for 
the timing of interventions, but needs more confirmation and continued assessment. 
Equally, subclinical deficiencies are emerging in importance, but we have much less 
idea of the current situation, let alone the trends. More investment in assessments 
would pay off in terms of better planned and evaluated programs. 

Because some of the important interventions are of known effectiveness, nota- 
bly salt iodization and high-dose vitamin A capsule distribution, much is to be gained 
by the relatively easy monitoring of these interventions. If this were done systemati- 
cally, fewer impact evaluations would be necessary. 

Technical and sociological research, as has been stressed, is urgent for progress 
_ in. tackling iron deficiency in particular, as well as for better fortification with other 
nutrients like vitamin A. The growing acceptance of multiple nutrient interventions, 
for example using condiment mixes containing several nutrients, 1s calling for both 
general and situation-specific research on practical ways of proceeding on a large 
scale. 

Finally, focused research is indicated for problems whose significance is only 
now becoming clear. The most prominent of these are rickets in the PRC, and zinc 
deficiency probably throughout the region. For these we need to understand every- 
thing better: the extent, severity, causes and consequences of the deficiencies; 
feasible interventions and their priority; and the expected benefits to justify the 
investment. All of this is within the scope of applying present knowledge and re- 
search methods, as has been described for the progress in applying science to policy 
formation and program design in relation to vitamin A (Bouis and Mason 1996). 


Public-private Partnerships to Address Micronutrient Malnutrition 


The food industry is playing an increasingly critical and complex role through- 
out the world. In developed countries, changes in living and marketplace patterns 
have stimulated changes in food industry practices, the result being a diversity of 
food processing technologies bringing ever-changing numbers and types of foods 
onto the market shelves. Food fortification has played a major role in the health of 
these populations over the last 40 years, and most of the known nutritional deficien- 
cies have been eliminated. In several Asian countries, fortification is increasingly 
recognized as the best long-term measure to improve the micronutrient status of large 
populations. Simple technological solutions to the problems of micronutrient defi- 
ciencies exist but are often complicated by economic, social, and political factors. 
Intervention strategies must take these factors into account. This is the challenge as 
well as the opportunity for the food industry—both multinational and domestic, small 
and large-scale—and active support from the other sectors should be sought. What is 
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urgently needed is to identify a set of priority actions and initiate a continuous 
dialogue between the various sectors so that the implementation of schemes that will 
permanently eliminate malnutrition moves quickly. Specifically, a multisectoral 
partnership needs to be built between industry, national governments, international 
agencies, expert groups, and other players to work closely on specific issues relating 
to technology development, food processing and marketing, free market approaches 
with minimum price support mechanisms, standards, quality assurance, product 
certification, social communications and demand creation, monitoring, and evalua- 
tion. Guidelines on these issues should then gain acceptance and be implemented at 
the country level. A multisectoral group within each country should define a feasible 
affordable strategy designed for the target population, identify opportunities for the 
involvement of the food industry, and assist in promotional and educational efforts to 
reach the target population. 

This coalition will benefit private sector partners, not just as a lever to improve - 
performance in the marketplace, but also to show that the private sector has social as 
well as economic interests. It will benefit governments, which have a mandate to 
improve the lives of their peoples. And it will allow national and international 
development agencies to provide technical support and seed money in an efficient 
and economic way. 

The basic cballenge is to bridge the communication gap between the public and 
private sectors in understanding their needs and respective roles and responsibilities. 
While constraints and shortcomings do exist, there is no need to delay immediate 
action in the following areas: 


(i) Opening channels of communication. Providing communication to all 
partners regarding the distribution and impact of macronutrient and mi- 
cronutrient malnutrition, public and private resources that potentially can 
be brought to bear, and benefits accruing to each sector. 


Gi) Creating public awareness. Making consumers aware that malnutrition 
diminishes the quality of their lives and that nutritious foods can play a 
role in a more prosperous future. How this promotion will be handled 
collaboratively by the public and private sectors will be one of the first 
issues to address in the public-private collaboration. 


(ii) Developing consumer demand. Informed consumers choosing to pur- 
chase nutritious products will determine the success of food enrichment 
and promotion both as a public health strategy and as a private invest- 
ment. Developing consumer demand entails not simply targeting popula- 
tions and promoting nutritious products, but also developing the right 
product, price, and packaging. 


Controlling Micronutrient Deficiencies in Asia 91 


(iv) Defining coverage and market segments. While the public health com- 
munity seeks high coverage of large populations, the private sector seg- 
ments the market to identify niches of opportunity. How large must a 
market segment be before it can be recognized as contributing to a public 
health goal, and therefore eligible for public recognition or support? Each 
national dialogue will determine its own approach to this issue. 


(v) Identifying food vehicles. Food vehicles should be selected through a 
process of market research that demonstrates that they are consumed by a 
vast majority of the population, are affordable to those most in need, and 
respect both political sensitivities and consumer preferences. A number 
of food products can play complementary roles in a national food and 
nutrition strategy. 


(vi) Marketing campaigns. With broad agreement that public awareness and 
consumer demand are high priorities, collaborative public—private mar- 
keting campaigns are important issues for national dialogue. While public 
agencies have the credibility to market the health benefits of good nutri- 
tion in general, private companies can effectively promote consumer 
benefits of specific products. 


(vit) Keeping products affordable. Consumer prices and producer costs must 
be balanced so as not to discourage demand or supply. With strong com- 
munication between public and private sectors, purchasing, processing, 
marketing, and distribution activities can be coordinated across market 
segments to keep cost increases to a minimum. 


(viii) Assuring quality. Complementary public-private roles need to be defined 
in developing legislation and regulations, providing resources for labo- 
ratories and technical personnel, and establishing quality assurance and 
monitoring methodologies at the producer and retail levels. 


Specific Opportunities for the Immediate Future 


There are many opportunities to improve child nutrition in the study countries 
through micronutrient deficiency control programs. As the calculations of cost- 
benefit indicate (Mason, Hunt et al. 2001, chapter 5), they are likely to be among the 
most attractive for investment, whether compared to other nutrition, or health, or 
indeed other development policies. From the range of possible opportunities, we 
highlight some broad and some focused actions below: 
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(i) | Promote sustained awareness-building of all those concerned, from policy- 
makers, through health and nutrition professionals and ultimately to the con- 
sumer, regarding the consequences of micronutrient deficiencies, the ready 
availability of cost-effective solutions, and the urgent need to take action. 


(it) Create multisectoral partnerships that draw on the active participation of the 
private sector, NGOs, the education sector, and the agricultural sector to 
eliminate micronutrient malnutrition. 


(iii) Create the capacity to assess micronutrient status and to plan, implement, and 
monitor interventions through information dissemination and by updating the 
medical/health training curricula. 


(iv) Improve quality control of iodized salt, using testing kits, possibly included in 
community-based programs. 


(v) Support vigorous research into the technical and sociological issues of fortifi- 
cation through a wide variety of foodstuffs, giving top priority to iron, but also 
considering all other nutrients in short supply. 


(vi) Continue support for massive vitamin A dosing campaigns. 
(vii) Test and promote multinutrient supplementation. 


(viii) Solve the queries about rickets, calcium, and vitamin D where prevalent, and 
design interventions. 
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Women’s Status: Levels, 
Determinants, Consequences 
for Malnutrition, 


Interventions, and Policy 
Lawrence Haddad 





Abstract. This paper uses a gendered conceptual framework of the determinants of 
child survival, growth, and development to organize a review of the latest evidence on 
the strength of causal linkages between child nutrition outcomes and the relative 
status of women in seven Asian countries. Using a variety of indicators, the paper 
demonstrates the considerable variation in the status of women relative to men in the 
seven couniries. Of the seven study countries, the status of women relative to men is 
lowest in Pakistan, India, and Bangladesh. The paper also reaffirms that equality in 
women's status relative to men's, controlling for a host of socioeconomic factors, has 
a positive impact on child growth and discourages the intergenerational perpetuation 
of gender-based discrimination. The paper explores some of the economic and 
cultural explanations for the relatively poor status of women in the countries in 
question and draws out implications for policy and project design. Efforts to modify 
policy and project design to counter gender discrimination will rely on the effective 
monitoring of the status of women and the supportiveness of the enabling legal 
environment. 





Introduction 


omen are key in generating good nutrition and household food secu- 
rity. They have the greatest potential to make decisions that positively 
affect child survival. However, the position and status of women 
strongly influences their ability to make decisions to realize that 
potential. Women's position and status is formed around a series of cultural and 
economic factors such as resource use, ownership, control, legal and ideological 
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structures, and education and information. The status and position of women is 
reflected by their ability to take decisions in the spending of household income, the 
quantity and quality of child care they are able to provide, and health-seeking be- 
haviors (including family planning decisions). The outcomes of decisions based on 
women’s status and position also inform us about their status and position. How food 
is allocated within the household, differences in the treatment of boys and girls in 
terms of their psychosocial security, differences in morbidity between boys and girls, 
differences in standardized anthropometric measures between boys and girls, and 
differences in sex-specific mortality rates are all informative in this regard. 

This paper summarizes the literature on these topics. The following section 
provides a gendered version of the standard United Nations Children’s Fund 
(UNICEF) conceptual model for child growth and nutrition. Later sections review the 
evidence on women’s status (including gender and poverty), the consequences of 
women’s status for child growth and malnutrition, household food security, income 
generation, and intrahousehold resource allocation (toward infant females in 
particular), and the determinants of women’s status—both economic and sociologi- 
cal. The final sections present broad types of policy and program changes that could 
improve the status of women, and hence of infants, and conclude with some sugges- 
tions of actions to improve women’s status. 


Conceptual Framework 


The importance of the status and position of women in child survival is summa- 
rized in Figure 1, which is a “gendered” version of the UNICEF framework 
(UNICEF 1998). The conceptual framework begins with the basic factors underlying 
nutrition status. If women are over-represented in poor households, this is a strike 
against nutrition. Poor women are likely to be poorly nourished, which has serious 
implications for the nutrition status of their yet-to-be born children, and the birth 
weight of newly born children. Adult female undernutrition also constrains the ability 
of women to earn income, which tends to impair the nutrition status of their existing 
children. Women with control over resources tend to have a larger say in how the 
household allocates resources, and women are typically more likely to skew re- 
sources to the production of nutrition. If, however, the legal, political, and ideologi- 
cal structures in society do not reinforce women’s rights to, say, own land, or get 
access to credit and family planning, then this control can be usurped. Education is 
crucial for income generation and behavioral change. If girls do not receive the same 
educational opportunities as boys, this has important negative consequences for their 
total fertility rate, their labor force participation, and their ability to provide child 
welfare. 
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Figure 1: A Gendered Conceptual Framework of the Determinants of Nutrition Outcomes 
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In terms of underlying factors, women’s control of income is a key promoter of 
household food security and nutrition. Women are more likely than men to spend 
extra income on nutrition inputs such as food. Women with more control over 
resources are also in a better position to provide care to children. Care is the provi- 
sion in the household and the community of time, attention, and support to meet the 
physical, mental, and social needs of the growing child and other household members 
(ICN 1992). Care is manifest in six types of activities practiced by caregivers (typi- 
cally women): (i) care for women, such as providing appropriate rest time or 
increased food intake during pregnancy; (ii) breastfeeding and feeding of young 
children; (iii) psychosocial stimulation of children and support for their development; 
(iv) food preparation and food storage practices; (v) hygiene practices; and (vi) care 
for children during illness, including diagnosis of illness, seeking care, and home 
treatment (Engle, Menon, and Haddad, 1999). Poor water/sanitation and health 
services represent the last set of underlying factors. In the event of an income or 
health shock, do women and men reduce their care time to girls more than to boys? 
Will they require girls to miss school more often than boys by using girls' labor as a 
complement to their own? When children get ill, do boys receive treatment before 
girls do? Do boys receive higher quality health care than girls? 

As we will see, the evidence suggests that women with higher status in terms of 
decision making ability will be better able to generate and direct resources such as 
food, care, clean water, and preventive and curative health care to young children 
and, possibly, to redress any gender disparities. The papers by Engle (1999) on care 
and Bouis and Hunt (1999) on food security, appearing elsewhere in this journal, 
reinforce this conclusion. 

In terms of immediate factors, what is the evidence on intrahousehold food 
allocation? Are boys favored in terms of quantitv or quality? Are there boy-girl 
differences in the prevalence, incidence, and severity of specific illnesses? The net 
effect of differences and asymmetries in the basic, underlying, and immediate causes 
of child survival and nutrition are manifest in nutrition outcomes. Are there differ- 
ences in boy-girl nutrition outcomes measured by anthropometric indicators? Finally, 
differences in nutrition outcomes for young children will have implications for their 
cognitive development and for their labor capacity and productivity as adults, and 
thus nutritional status feeds back into the stock of potential resources in terms of the 
quality of human resources. 


What is the Status of Women in Selected Asian Countries? 
There are many indicators of women's status in the literature. They all rank 


women in the countries of South Asia low in status compared to other countries in 
Asia, Africa, and Latin America and the Caribbean. Several of these indices are 
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presented in Tables 1 and 2. The indices are derived from the UNDP’s (1997) 
Human Development Report. The indices and data in these tables indicate that 
women in Pakistan, India, and Bangladesh have a considerably lower status than 
those in the Philippines, People’s Republic of China (PRC), Sri Lanka, and Viet 
Nam. Comparable data from Cambodia are not available. 

Table 1 shows that the ratio of female to male life expectancy is lowest in India, 
Pakistan, and Bangladesh. These three countries also have the highest ratio of male 
to female literacy rates and school enrollment. The percent of income earned by 
women is also lowest for these three countries. The UNDP’s gender-related devel- 
opment index is also by far the worst for these countries. Table 2 presents additional 
indicators, which again demonstrate the low status of women relative to men in India, 
Bangladesh, and Pakistan’ (interestingly Sri Lanka is more similar to the other South 
Asian countries in terms of the indicators in Table 2 than the indicators in Table 1). 


Table 1: UNDP’s Gender-related Development Index for Selected Asian Countries 


Ratio of 
Ratio of Ratio of Male to Female Earned Human 

GDI Rank Female to Male to Combined Primary, Income Development 

(Out of 146 Male Life Female Adult Secondary, Share Index Rank 

Countries, Expectancy Literacy Tertiary School (%), Minus 
Country i=best) at Birth Rate (%) Enrollment Rate Female GDI Rank 
Sri Lanka 70 1.066 1.072 0.956 34.5 7 
Philippines 81 1.048 1.009 0.938 30.7 2 
PRC 90 1.063 1.264 1.109 38.1 3 
Viet Nam 101 1.071 1.065 1.096 423 4 
India 118 1.005 1.787 1.340 25.7 0 
Pakistan 120 1.033 2.103 2.00 20.8 -1 
Bangladesh 128 1.004 1.992 1.323 23.1 -5 


Notes: Data for Cambodia are not available. 
The gender-related development index (GDI) is a gender disaggregated version of the Human Development 
Index and is based on the relative differences between men and women’s life expectancy, educational at- 
tainment, labor force share, and relative wages (see Technical Note 2 in UNDP 1998). 

Source: Numbers derived from UNDP (1997). 


Another indicator of the status of women is individual income level. This kind 
of information is quite difficult to collect and is typically only done for specific 
research purposes (although this could change, see below). Nevertheless, it is fre- 
quently asserted that 70 percent of the world’s poor are women (UNDP 1995, United 
Nations 1996). This distribution implies that globally there are 900 million poor 
females and 400 million poor males. This “excess” of 500 million poor females is 
considered implausible by some (Marcoux 1998). Surprisingly, robust evidence 


! Gillespie, Mason, and Martorell (1996) come to similar conclusions about Pakistan and India. 


be 
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supporting this distributional assumption is scarce.” Much of the literature on gender 
and poverty is impressionistic and anecdotal, due in large part to the failure of many 
surveys to disaggregate and present information by gender (McGuire and Popkin 
1990). Moreover, a focus on male-headed and female-headed households has per- 
haps distracted policymakers from a more general concern about the link between 
gender and poverty. As a result, two basic questions have not been addressed. First, 
do women contribute disproportionately to overall poverty? Second, do female- 
headed households contribute disproportionately to overall poverty? A related 
question is implied by the answers to these two questions: does a focus on male- 
headed and female-headed households serve as a good proxy for the poverty suffered 
by individuals within households? 


Table 2: UNDP’s Gender-empowerment Index for Selected Asian Countries 


Seats Held Administrators Professional and 
GEM Rank in Parliament and Managers Technical Workers 
Country (out of 94 countries, I=best) (% women) (% women) (% women) 
Sri Lanka 70 5.3 16.9 24.5 
Philippines 35 11.5 33.7 62.7 
PRC 28 21 11.6 45.1 
India 86 7.3 2.3 20.5 
Pakistan 92 3.4 3.4 20.1 
Bangladesh 76 9.1 5.1 23.1 


Notes: Data for Cambodia and Viet Nam are not available. 
The gender empowerment measure (GEM) ts based on the percentage shares of male and female participa- 
tion in administrative and managerial positions, professional and technical jobs and their share of parlia- 
mentary seats (see Technical Note 3 in UNDP 1998). 

Source: UNDP (1997). 


A recent study by Quisumbing, Haddad, and Pena (1999) examining survey 
data from ten developing countries (Bangladesh is the only study country in their 
sample of surveys) concludes that there is weak evidence that females, as well as 
households headed by females, are mildly overrepresented among the poor, but 
nowhere near the 70:30 ratio that is often quoted. While female-headed households 
are worse off in terms of a number of poverty measures, these differences are statisti- 
cally significant in about a fifth to one half of the data sets, depending on the poverty 
measure used. Poverty measures are also higher for females than males, with the 
differences being significant in a smaller proportion of the data sets (about a fifth to a 
third). In only two of ten datasets were gender differences strong: Bangladesh and 
Ghana. 


-Visaria (1980a, b) are exceptions. 
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Given that their analysis did not control for other individual and household 
characteristics, these results should not be taken to argue that policy interventions 
should not be targeted by gender. Even if there are no strong income poverty differ- 
ences between men and women, in many countries women have lower levels of 
education, assets, and social indicators than men—inequalities which, in many 
societies, are directly or indirectly caused by gender relations. It is therefore quite 
remarkable that poverty differences are not large, despite the massive discrimination 
against women in terms of access to and control of resources. 

The status of women may be low in the South Asian countries, but is it catching 
up to the other countries? As Table 3 indicates, there is some tendency towards 
convergence in the data, but the gap is still large. The data in Table 3 are taken from 
various sources, including several World Development Reports (World Bank 1992- 
1996). Note the relatively low levels of female to male life expectancy in India, 
Pakistan, and Bangladesh compared to the other countries, but also note the 
improvements in the ratio in India and Pakistan between 1982 and 1991. Also, note 
the differences between female and male literacy rates. Such differences are much 
smaller in Sri Lanka, Philippines, and Viet Nam than in the other countries, albeit 
still in favor of men. In the four countries where women fare worst—Bangladesh, 
PRC, India, and Pakistan—the gender difference reduces somewhat between 1980 
and 1995. In Pakistan and Bangladesh in 1995, however, the proportion of women 
who were literate was still only half that of men. 


Consequences of the Low Status of Women 


The low status of women has many consequences for child health. The low 
status of women lowers their influence on resource allocation and decision making 
within the household. They are less able to influence decisions on desired family 
size, health care-seeking behavior for children, the amounts and types of food fed to 
children, and the amount of time to spend on child-rearing. Moreover, the discrimi- 
nation the women faced as girls affects the nutrition status of their children through 
their own smaller size as adults. Small women have a greater risk of having low birth 
weight children and—some would argue—-of obstetric complications due to smaller 
pelvic size. The intergenerational patterns are particularly strong for girls. The low 
status of women leads to an undervaluation of their time and to underinvestment in 
their education. This in turn leads to wide gender differentials in wage rates for the 
same activity. There is strong evidence from India that this adult wage male-female 
differential is partly responsible for the relative underinvestment in girls (Rosenzweig 
and Schultz 1982). Girl's education is described by:Ramalingaswami et al. (1997, 
16) as the "key of keys" to reducing gender inequalities. They conclude that these 
inequalities are particularly important for child nutrition: "the exceptionally high 
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rates of malnutrition in South Asia are rooted deep in the soil of inequality between 
men and women". 


Table 3: Trends in Some Indicators of Women's Status in Selected Asian Countries, 
1975-1995 


Bangladesh PRC India Pakistan Philippines Sri Lanka Viet Nam 


Real GDP (constant dollars, 
base year 1985) 
1980 1,085 972 882 1,110 1,879 1,635 
1988 1,298 1,326 1,204 1.371 1,676 2,028 
199] 1,474 1,378 1,251 1,394 1,699 2,186 
Ratio of Female to Male 
Life Expectancy (96) 
1982 102 106 98 96 106 106 106 
1991 100 106 100 109 106 107 - 
Female Illiteracy (96) 
1985 78 45 71 81 15 17 T 
1990 78 38 66 79 11 17 16 
1995 74 aL 62 76 6 13 9 
Ratio of Female to Male 
Literacy (%) 
1980 41 67 45 39 98 88 87 
1995 53 81 58 48 99 94 94 
Female Share of Labor Force (96) 
1980 43 44 34 23 35 27 48 
1992 7 43 25 12 3l < 27 47 
1994 42 46 32 a 36 35 50 


Note: Data from Cambodia are not available. 
.. Means not available. 
Sources: 
Real GDP per capita for 1980, 1988, 1991 from the Penn World Tables (1999). 
_ Female life expectancy from the World Bank’s World Development Report: 1984 (for 1982), 1990 (for 1988), and 
1993 (for 1991). 
Female illiteracy from the World Bank’s World Development Report; 1990 (for 1985), 1995 (for 1990), 1996 (for 
1995). 
Female and male literacy from UNICEF's State of the World's Children (1998). 
Female share of the labor force from the World Bank’s World Development Report: 1996 (for 1980), 1994 (for 
1992), and 1996 (for 1994). 
All others from Mirko (1997). 
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Poverty 


A number of studies of the determinants of poverty have shown women’s edu- 
cation to be the strongest determinant of poverty reduction. Simulations from compa- 
rable studies using nationally representative samples from Egypt (1997) and 
Mozambique (1996) have shown that mothers’ education is crucial to poverty 
reduction (Datt et al. 1999, Datt and Jolliffe 1998). For example, from Egypt, Datt 
and Jolliffe (1998) find that increasing mothers’ schooling from “none” or “less than 
primary” to “completed primary schooling” reduces the proportion of the population 
below the poverty line by 33.7 percent. Similarly in Mozambique, Datt et al. (1999) 
find that increasing the number of adult females in the household that have com- 
pleted primary school by one leads to a 23.2 percent decrease in the proportion of the 
population living below the poverty line. In both of these country studies, female 
education had a much larger impact on poverty than other factors, including male 
education. The country case studies, and the India case in particular, also maintain 
that improved education for girls and an improved vocational education for adoles- 
cent girls are top priorities in terms of actions for nutrition improvement. 

But it is not just women’s human capital that appears to be important in pre- 
venting poverty. A study of social capital by Cross (1999) in KwaZulu-Natal Prov- 
ince, South Africa, identifies two types of networks that are important for househoid 
welfare: bound and achieved. Bound networks consist of close relatives, and are 
primarily cultivated by women. Achieved networks are networks that are developed 
more at the discretion of the individual, and these tend to be cultivated more by men. 
The study indicates that male networks tend to be more important for moving the 
household out of poverty, and female networks are more important in preventing the 
household from falling further into poverty in the aftermath of a negative shock. 
Whatever can be done to promote women's status will further enhance their ability to 
develop these networks of social capital—networks that, it has been argued, contrib- 
ute very significantly to overall household income (Narayan and Pritchett 1997, 
Knack and Keefer 1997). 7 


Child Nutrition 


Multivariate evidence at the cross-country level that links women’s status and 
child undernutrition is growing. In a recent paper, Osmani (1997) attempts to use 
cross-sectional data to explain the very high rates of child undernutrition in South 
Asia. Osmani notes that the dummy variable for South Asia is very significant in the 
regression explaining child underweight. When he adds low birth weight prevalence 
to the equation, both it and the South Asian dummy become insignificant. When he 
replaces the South Asian dummy with the birth weight variable, the latter is signifi- 
cant, but does not lift the R-squared much above the model with just tbe South Asia 
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dummy. Osmani (1997, 18) thus concludes that “the exceptionally high incidence of 
low birth weight is what lies behind the exceptionally high rate of child undernutri- 
tion in south Asia’. This conclusion is a reasonable one, but there may be other 
reasonable conclusions too: perhaps there are other variables strongly affecting child 
undernutrition and having very different values in South Asia that cannot, as yet, be 
measured, such as levels of care, weak immune response due to heavy bacterial loads 
exacerbated by overcrowding, etc. Osmani suggests that if low birth weight is the 
missing link in explaining the differences in underweight prevalence between south 
Asia and the rest of the developing world, then it has a lot to do with maternal 
mortality and morbidity and, hence, women's status. He concludes by stating, 
"[P]erhaps there is something in South Asian culture an aspect of its culture that 
bears on the treatment of women, especially in their reproductive age that is not fully 
captured by our existing explanatory frameworks. If we want to know more about 
our nutrition and what to do about it, we must learn more about our women and their 
deprivation" (Osmani 1997, 21). 

Frongillo et al. (1997) also use cross-country data in an attempt to explain 
stunting and wasting of young children. They find that an increased female literacy 
rate is associated with a decline in stunting (but not wasting). From a program point 
of view, this suggests that improvements in girl's education will have an impact on 
their own infants' chronic nutritional status, but will not be important in ameliorating 
short-term fluctuations in infant nutrition status. 

Smith and Haddad (1998) strengthen this line of work in several ways. First, 
they pool cross-section and time series data, which means that they only use coun- 
tries for which there is more than one observation in time. This allows for country- 
specific factors that affect nutrition status, but for which no data exist, to be ac- 
counted for. Second, they use a wider set of explanatory variables, covering both the 
underlying and the basic causes of undernutrition; and, third, they utilize a wide 
range of econometric models and diagnostic tests to examine the robustness of the 
results. They find that improvement in women's status relative to men has a large 
positive impact on child nutrition status. At the global level, reductions in child 
underweight (low weight for age) can be attributed to increases in food availability 
(26.10%), improvements in the health environment (proxied by access to clean 
water) (19.27%), improvements in women’s status (proxied by the ratio of female to 
male life expectancy) (11.61%), and improvement’s in women's education secondary 
enrollments (43.0196). Taken together, women's relative status and women's educa- 
tion account for over half of the reductions in child underweight in.the 1970-1995 
period. 

A number of recent meta-studies in the nutrition literature have tried to shed 
more light on the biological mechanisms between women's status and child malnu- 
trition. In particular, they focus on intrauterine growth retardation and low birth 
weight. Bangladesh (5096), India (2896), and Pakistan (2596) have higher rates of low 
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birth weight than other countries in the region: PRC (6%), Cambodia (18.4%), 
Philippines (11%), Sri Lanka (18.7%), and Viet Nam (10.8%). The rates for intrau- 
terine growth follow a similar pattern (de Onis, Villar, and Gulmezoglu 1998). 


Perpetuation of Discrimination against Female Infants and Children 


The recent increase in the number of Demographic and Health Surveys (DHS) 
produced by Macro International with USAID support has provided the international 
research community with a tremendous source of information on health outcomes 
and inputs. Much of the evidence in this section draws on those surveys. 


Preferences for Male Children 


A recent paper by Arnold (1997) uses the DHS data to confirm the preference 
for boys in Bangladesh, Pakistan, and India relative to the other study countries and 
to countries in other regions. The preferences reveal themselves most clearly in 
Table 4 for households with three living sons and no daughters as compared to those 
with three living daughters and no living sons. When comparing the percentage of 
women who would like an extra child in each of these types of households, we find 
that the three-daughter households have a much stronger preference for another child 
as compared to the three-son households. In Bangladesh, the ratio is 48:20, or 2.4. 
For India and Pakistan, the ratios are 4.54 and 2.4, respectively. For the Philippines 
and Sri Lanka (there are no comparable data for PRC and Viet Nam), the ratios are 
0.8 and 1.125, respectively. Arnold (1997) concludes that “a strong preference for 
sons is exhibited by parents in all of the countries of South Asia and in the Near East 
and North Africa,” 


Male-female Mortality Differentials 


Using the same DHS data source, Hill and Upchurch (1995) seek to answer the 
question: is there a mortality disadvantage among girls in the developing world? As 
Table 5 indicates, they calculate an “index of female mortality disadvantage”, which 
is simply the difference between the observed ratio of female to male mortality from 
the DHS data and the expected ratio derived for each country using historical data 
from Europe. This differencing is done to take into account genetic factors that lead 
to lower female mortality rates at all ages. Without the differencing, the authors 
argue, differences in female and male mortality rates due to behavioral factors are 
obscured. For the two study countries for which the data are available, Pakistan 
shows higher than expected differences in female to male mortality, while Sri Lanka 
shows actual differentials that are close to expected differentials. 
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Table 4: Percentage of Currently Married, Nonpregnant Women Aged 15-49 
Who Want Another Child, by Number and Sex Composition of Living Children 





Number and Sex of Living Children 


One Child Two Children Three Children 
One Two One 

No One One Two Daughter, Two Three Daughters, Daughter, Three 
Country Children Daughter Son Daughters One Son Sons Daughters One Son Two Sons Sons 
Bangladesh 
(1993-94) 94 88 88 65 25 39 48 15 8 20 
India 
(1992-93) 85 79 74 57 27 22 50 19 6 1l 
Pakistan 
(1990-91) 89 85 81 Ti 60 61 79 56 28 33 
Philippines 
(1993) 84 74 79 44 34 46 24 12 12 30 
Sri Lanka 
(1987) 94 80 80 47 26 36 18 11 6 16 


Source: Arnold (1997). 


Table 5: Indexes of Female Mortality Disadvantage and Other DHS 
Indicators by Country 


Index of Female 
Mortality Disadvantage Female percent - Male percent 


With Treated 

Acute Treated for Acute 

With Respiratory for Respiratory 

Country Infant Young Under-5 Immunized Stunted Wasted Diarrhea Infection Diarrhea Infection 
Pakistan .037 .751 .142 7.8 -2.1 -2.0 -0.9 0.4 -10.2 2.3 


Sri Lanka -.153  .139 -.095 iia 24 LI -1.1 ki e 6.7 


Note: The index of female mortality disadvantage is the difference between the observed ratio of female-to-male 
mortality and the expected ratios that take into account the genetic advantages that females have in terms of 
lower mortality rates. 

.. means not available. 
Source: Hill and Upchurch (1995). 
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Differentials in Boy-girl Anthropometry 


Table 6 presents differences in boy-girl anthropometry for the study countries 
from WHO’s Global database (WHO 1997). Few differences emerge. Why is this the 
case when differences are noted in the inputs to nutrition? A number of hypotheses 
exist for this lack of difference. First, any excess girl mortality will remove female 
infants from appearing in the anthropometry data. Second, because female births are 
less of an “event” in societies where there is discrimination against females, there 
may be an inaccurate reporting of female infant ages. If this is the case, and if female 
ages are underreported, this would make female infants appear better nourished 
according to height for age and weight for age indicators than is in fact the case. 
Third, the reference standards themselves may not be gender-neutral. It will be 
informative to do some comparative boy-girl anthropometry comparisons using the 
same data, but with the existing NCHS standards and the new ones that are currently 
under construction (Garza and de Onis 1999). More work needs to be undertaken to 
explain why the difference in inputs does not more fully manifest itself in anthropo- 
metric outcomes. 


Table 6: Boy-Girl Prevalence of Stunting and Underweight 
for Countries in the Region 


% Boys«-2SD % Girls<-2SD %Boys<-2SD % Girls < - 28D 


ZHA ZHA ZWA ZWA 

Country Comments (stunting) (stunting) (underweight) (underweight) 
Bangladesh 0-4.99 years, 1996-7, national 54.2 55.0 54.6 58.0 
Cambodia no sex disaggregated data 

available in WHO (1997) 
PRC 0-4.99 years, 1992, national 32.0 30.7 16.7 18.1 
India 0-3.99 years, 1992-3, national 52.3 51.7 53.3 53.4 
Pakistan 0-4.99 years, 1990-1, national 50.4 48.7 

40.6 39.8 
Philippines 0-4.99 years, 1993, national 33.9 31.3 30.5 28.6 
Sri Lanka 0.25-4.99 years, 1993, national 22.7 25.1 34.8 40.9 
Viet Nam  0-4,99 years, 1994, national 46.9 46.8 43.8 46.0 


Differential Investment in Girls and Boys 


Can these differences in female and male mortality be explained by differences 
in morbidity rates, differences in child care behaviors (for example, immunization 
rates and treatment for diarrhea and acute respiratory infection), differences in 
education, or differences in food allocation? 
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Nonfood Resource Allocation 


Arnold (1992) and Hill and Upchurch (1995) do not find strong associations 
between excess female mortality and male-female differences in morbidity or treat- 
ment for illness. As Table 5 indicates for Pakistan, a higher percentage of girls are 
immunized and they are less likely to be stunted or wasted or have diarrhea (although 
the significance or otherwise of the differences is not reported). One striking differ- 
ence is in the treatment of diarrhea. The percent of boys who have diarrhea and 
receive treatment is 10.2 percentage points higher than the treatment rate for girls 
with diarrhea. 

Filmer et al. (1997) also utilize the DHS data sets to explore similar issues as 
Arnold (1992, 1997) and Hill and Upchurch (1995). In addition to the DHS data, 
they utilize the National Family Health Surveys (NFHS) carried out in 26 Indian 
states in 1992-1993 with a similar format to the DHS surveys. In addition, Filmer 
et al. (1997) disaggregate the national Pakistan DHS data down to the four Province 
levels, supplementing the DHS data for Baluchistan with additional information (see 
their Appendix 1 for details). 

The disaggregation proves to be very revealing. Whereas the Hill and Upchurch 
analysis did not reveal a large difference in the female and male treatment for acute 
respiratory infection (ARI), the Filmer et al. analysis does (although the comparison 
is not exact, since Filmer et al. combine ARI and fever in terms of treatment rates), at 
least for Baluchistan and Northwest Frontier (NWFP) Provinces (as indicated in 
Table 7). | 

Filmer et al. (1997) also extend the DHS data analysis of factors contributing to 
excess mortality into the area of school enrollment. As Table 8 shows, the ratios of 
female to male enrollment rates are particularly low in India overall (and very low in 
some of the northern States) and in Pakistan. 


Food Allocation 


Food intake is a crucial input for child development. The interaction of an 
inadequate diet with infection is the principal cause of undernutrition. One of the 
most comprehensive reviews of studies of gender and age differences in food alloca- 
tion was completed by Haddad et al. (1996). The accurate measurement of a child's 
representative food intake is a much tougher proposition than the assessment of 
immunization status, treatment for diarrhea or ARI, measures of stunting and 
wasting, or school enrollment (Haddad et al. 1996). Sorting the studies into those that 
have taken activity patterns and body weight into account and those that have not 
(this is particularly important for adults), the results of the review are summarized 
in Table 9. 
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Table 7: Ratio of Girls to Boys who Received No Treatment 
for Episodes of Fever or Acute Respiratory Infection 


Standard 
N Median Deviation Highest Range Lowest Range 
Non-South 
Asian 34 1.02 .29 Columbia (1990) 2.04 Paraguay (1990) i97 
countries Togo (1988) 1.58 Northeast Brazil (1991) .66 
Ondo State (1986) 1.44 Ghana (1988) 71 
Pakistan 4 1.28 (995 Baluchistan 2.01  Sindh .68 
NWFP 1.38 
Punjab 1.18 
South Asia 3 1.19 .11 India (1992) 1.27 Pakistan (1990) 1.05 


Bangladesh (1993) 1.19 


Note: A higher ratio indicates that girls are LESS likely to get treatment than boys. 
NWFP = Northwest Frontier Province 
Source: Filmer, King, and Pritchett (1997). 


Table 8: Ratio of Female to Male School Enrollment, Children Aged 11-14 


Standard 
N Median Deviation Highest Range Lowest Range 
Non-South 
Asian countries 36 .91 .19 Zambia (1992) 1.09 Jordan (1990) .33 
NE Brazil (1991) 1.09 Yemen (1991) .37 
Dom. Rep. (1991) 1.05 Niger (1992) .50 
India 25 .86 14 Nagaland 1.01 Rajasthan .49 
Kerala 1.00 Bihar i22 
Delhi 1.00 Uttar Pradesh .60 
Pakistan 4 194 19 Punjab .69 Baluchistan .34 
Sindh .66 
NWFP .37 
South Asia 3 73 16 Bangladesh (1993) .93 India (1992) .12 
Pakistan (1990) .64 


Note: A higher ratio indicates that females are more likely to be enrolled than are males. 
NWFP = Northwest Frontier Province 
Source: Filmer, King, and Pritchett (1997). 
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From Table 9, we can see that for the 35 male-female comparisons from South 
Asia with no adjustment for activity and body weight, 11 are in favor of males, 5 are 
in favor of females, and 19 favor neither sex. The corresponding South Asia figures 
for the studies that do make these adjustments are 5, 1, and 16, respectively. Of the 
two adult-preschooler comparisons in the no-adjustment category, one is pro-adult, 
and one favors neither age group. The two adult-preschooler comparisons in the 
adjusted calories category show one pro-adult result and one pro-child result. 


Table 9: Totaling the Bias Reported by Specific Studies on Food Distribution 
within the Household (number of cases favored) 


Comparisons when Energy Requirements NOT Adjusted for Activity and Body Weight 
Preschoolers: Children: Adolescents: Adults: Adults versus 


Region Male versus Male versus Male versus Male versus Children/ 
Female Female Female Female Preschoolers 

South males: 7 males: 2 males: 0 males: 2 adults: 1 

Asia females: 1 females: 1 females: 1 females: 2 preschoolers: 0 
neither: 6 neither: 5 neither: 5 neither: 3 neither: 1 

Southeast males: 2 males: 1 males: 1 males: 4 adults: 4 

Asia females: 0 females: 0 females: 0 females: 0 preschoolers: 2 
neither: 2 neither: 2 neither: 2 neither: 2 neither: 0 


Comparisons when Energy Requirements ARE Adjusted for Activity and Body Weight 


South males: 2 males: 1 males: 0 males: 2 adults: 1 
Asia females: 0 females: 0 females: 0 females: 1 preschoolers: 0 
neither: 4 neither: 5 neither: 4 neither: 3 children: 1 
neither: O 
Southeast males: 0 males: 0 males: 0 males: 0 adults: 0 
Asia females: 0 females: 0 females: 0 females: 0 preschoolers: 0 
neither: 1 neither: 1 neither: 1 neither: 1 children: 1 
neither: 1 


Source: Haddad et al. (1996). 


For Southeast Asia, all the intrahousehold studies in the region are from the 
Philippines. In the unadjusted category, of the 16 male-female comparisons, 8 are in 
favor of males, none are in favor of females, and 8 are in favor of neither sex. The 
corresponding figures for the studies that adjust for food requirements are 0, 0, and 4, 
respectively. Of the six adult-preschooler comparisons in the no-adjustment category, 
four are pro-adult and two are pro-preschooler. Of the two adult-child/preschooler 
comparisons in the adjusted category, one is pro-child/preschooler, while the other 
shows no favoritism by age. 

The adjustment barely affects the pattern of results in South Asia, but it does 
seem to reduce the number of sex differences found in the Southeast Asia group. 
Like Filmer et al. (1997), the results differ widely within region and within country. 
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For instance, Miller (1981) notes the differences between north (pro-male) and south 
(no sex preference) India. She also notes difference in food discrimination by family 
composition, echoing the results from Arnold on stated preferences for family size. 
Again, Miller’s (1981) study notes that the first born child is usually treated well, 
irrespective of its sex. It is later-born girls that are likely to face discrimination 
relative to brothers and also relative to older sisters (Ware 1984). Finally, the studies 
reviewed indicate that boy-girl discrimination in food allocation is not necessarily a 
feature of the poorest of the poor (see, for example, Cowan and Dhanoa 1983). 

Especially direct evidence on the status of women and their child’s nutritional 
well-being is provided by Rao and Bloch (1993), From a survey of 149 households in 
rural south India, they conclude that there is a statistically negative association 
between wife-beating and the caloric consumption of the children in the household. 
“_..wife-beating not only reduces the well-being of women but also adversely affects 
the caloric allocation within the family to children whose mothers are being beaten” 
(Rao and Bloch 1993, 25). 

In summary, the evidence on food distribution within the household suggests 
that while there is some pro-male and pro-adult bias in terms of the quantity of food 
intake, it seems to be strongest in South Asia, with considerable variation within that 
region. These conclusions do not differ very much from Lipton’s in 1983 (Lipton 
1983). 


Determinants of the Low Status of Women 


What are some of the factors that shape discrimination against women within 
the household and community? The literature tends to fall into two broad sets of 
factors: economic and sociocultural, although there is a great deal of interaction and 
overlap between them . 

First, the economic factors. Using the DHS and NFHS data, Filmer et al. (1997) 
explore the relationship between per capita income and gender disparity in terms of 
child mortality, school enrollments (between the ages of 11 and 14), and whether 
treatment was given for fever or ARI. They find no relationship between per capita 
income and any of the three measures of gender disparity in either their South Asian 
or non-South Asian groups. From a review of Indian case studies, Miller (1992, 9) 
comes to similar conclusions for India: “daughter discrimination does not most 
characterize the poor, anywhere in India. If anything, greater disparities and malnu- 
trition (and perhaps malnutrition-caused mortalities) are found among propertied 
groups, and among the more educated”. 

It is gender differences in adults’ access to economic resources that seem more 
relevant as an explanation of gender discrimination at the child level, which, in turn, 
reinforces gender discrimination at the adult level. In an important study, 


Y 


X 
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| Rosenzweig and Schultz (1982, 809) find that for India, “...a rise in the expected 


adult male employment rate exacerbates the survival differential in favor of boys, 
other things equal....". They conclude that the differential in expected earnings that 
males deliver is an important determinant of differential child survival. It is not only 
the labor market that reinforces discrimination against young females, there is much 
evidence that dowry does too. Miller (1992) stresses that daughters put additional 
financial stress on families as a result of marriage and dowry costs. Indeed, Basu 
(1997) finds that dowry is, in effect, “negative collateral." Lenders are able to charge 
differential rates of interest to families with a preponderance of girls, holding all 
other factors constant, this is an indication that they are considered a credit risk. 

Other economic factors identified by Miller as a possible basis for discrimina- 
tion against girls in South Asia include low demand for female labor in subsistence 
agriculture, underestimation by census takers of the value of female nonmarket 
activities (inside and outside the household), and females being thought to be less 
likely to be able to provide for parents in old age. 

Sociocultural factors include the inability of females to carry on the lineage; the 
perceived inability of females to physically protect their families in areas of endemic 
violence and in local power struggles (Oldenburg 1992); the value of children for 
religious rituals and as comfort and companionship (thus raising the opportunity cost 
for women who seek to work away from home); the inability of women to return to 
their natal homes; prohibitions on women working outside the home; for urban 
women, nonenforcement of laws concerning alimony and child support; restrictions 
on female ownership/control of land and/or assets; poor access for women to com- 
munal resources (such as the village commons and other so-called common property 
resources); poor access to external social support systems (such as natal family); and 
poor access to external economic support (such as government programs, extension, 
credit clubs). These factors are described further in Haddad et al. (1996). 

In a 1997 postscript to her 1981 book on the endangered sex, Miller (1997) 
analyzes data that have emerged in the last 15 years. She concludes that "evidence 
through the 1980s and into the 1990s, scattered and spotty though it is, together 
provides a picture of continued health and survival disadvantages to girls in the 
Northwest and indications of both regional and social spread of son preference and 
lethal discrimination against daughters" (Miller 1997, 208). 

The persistence of such discrimination is not inevitable. There is now a fairly 
large set of evidence that demonstrates that the provision of equal opportunities for 
women in economic activities can lead to a net increase in economic gains for all 
household members, and, in particular, can lead to more resources directed to 
children. Some of the clearest evidence on the loss of economic productivity due to 
gender asymmetries in access to resources is found in the agriculture literature. 
Bamberger et al. (1994) state that the potential gains could add significantly to 
overall agricultural productivity in many regions, and could improve the viability of 
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countless agricultural project investments. Also, Tibaijuka (1994) claims that, for a 
sample of Tanzanian farmers, a liberalization of sex roles would increase the overall 
productivity of labor and capital for all farmers by 15 percent and 44 percent, 
respectively. More studies are needed to test the hypothesis that women’s productiv- 
ity growth potential is less than men’s, because the current evidence tends to address 
the relative productivity of women and men, but not for the same crops and technol- 
ogy (although for exceptions, see Quisumbing 1996). 

If there are gains to all household members from reducing gender asymmetries, 
the greatest gains are likely to accrue to children and women (Haddad et al. 1997). In 
particular, there is now some empirical regularity in the result that marginal income 
under women’s control tends to result in increased food consumption of children and 
better child nutrition, although Schultz (1999) encourages caution in terms of over- 
selling this result. Examples of specific studies include Thomas (1990, 1992) and 
Hoddinott and Haddad (1995). Thomas (1990, 1992) finds that increased (nonlabor) 
income held by women leads to a greater share of the household budget devoted to 
expenditures on human capital and a higher level of nutrient intake. Hoddinott and 
Haddad (1995) use traditional cropping patterns in Cote d’Ivoire to identify income 
sources and also reject income pooling. A higher share of cash income to wives in 
Céte d’Ivoire leads to higher expenditures on food and lower expenditures on alcohol 
and cigarettes. 

Whether improving women’s control of resources leads to a greater say in other 
areas of decision making such as fertility and human capital is a less well studied 
issue. Studies are beginning to make inroads as to the second-round effects of 
improving women’s control of resources, with qualitative studies ahead of the 
quantitative (Kabeer 1998). 


Policies and Programs to Improve Women’s Status 


The previous section suggests that economic growth in the absence of policies 
to reduce gender asymmetries will not improve women’s status relative to men in the 
short to medium term. Rather, policies need to be put in place to redress their relative 
status. These policies are important for the long-term battle for greater equality of 
rights. It is difficult, however, to argue that these policies are either necessary or 
sufficient for gender-sensitive projects to work. As the section below will indicate, 
the existence of these policies certainly helps projects to improve women’s status, but 
does not guarantee they will. Similarly, we argue that the absence of these policies 
does not preclude effective project initiatives for improving women’s status. 
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Designing a Policy Environment to Improve the Status of Women 
Monitoring the Enabling Environment 


The effective monitoring of the levels and changes in the enabling environment 
is likely to be a powerful force for reforming the enabling environment. This kind of 
monitoring and consciousness-raising is important because there is often a tacit 
assumption that policymakers are able to abstract themselves from societal biases. 
Public policy in most countries, but especially in the developing world, tends to 
reinforce intrahousehold and intrafamily inequality (Folbre 1995). 


Human Rights Monitoring 


Monitoring the gender dimensions of human rights may well be a promising 
first step on the road to describing the environment in which nutrition and food 
projects must operate. Food insecurity and malnutrition have increasingly come 
under the human rights lens in the past decade (Oshaug et al. 1994, Jonsson 1995, 
Food Policy 1996). Food as a human right was laid down in the Universal Declara- 
tion of Human Rights of 1948, and further specified in the International Covenant on 
Economic, Social and Cultural Rights of 1966. Approximately 200 additional UN 
instruments address the right to adequate food and nutrition within civil-political, 
economic-social-cultural, development, and indigenous rights constructs. Commit- 
ments made by the UN member nations at the World Food Summit of 1996 that 
recognized the realization of human rights as an important way of achieving food 
security further signaled improved international openness to the human rights per- . 
spective (World Alliance for Nutrition and Human Rights 1998). 

Inherent in the promotion of human rights is a promotion of gender equity in 
access to information, in the ability to participate in governance processes, in the 
access to government benefits, and in the right to hold access to property. Organiza- 
tions such as Freedom House that collect and publicize human rights information 
need to disaggregate their data collection efforts and publicize intergender differ- 
ences in the upholding of human rights by governments and NGOs. 


Gender-based Budget Allocations 


Another way of monitoring the enabling environment is to track the different 
implications of public budgetary allocations for men and women. Budlender (1997) 
describes the Women's Budget Initiative (WBI)—an ambitious and seemingly 
successful attempt to do just that in South Africa. The WBI is a collaboration be- 
tween the parliamentary Joint Standing Committee on Finance and several South 
African NGOs, and was launched in the mid-1990s. Examples include education (if 
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much of the education budget goes to tertiary education, does this short-change 
women because they are underrepresented at this level’), service provision (if 
services are available only at certain outlets, what are the implications for women 
who tend to have less access to transport than men?), public sector employment (will 
affirmative action be extended to women?), childcare provision (will government 
services target women who spend the highest amount of time in these activities?), 
and employment benefits (what happens to informal sector employers—mostly 
women—when they become unemployed or il1?). The WBI has also gained commit- 
ments from the Minister of Finance to disaggregate state expenditure by gender 
although, to date, this has not occurred. 


Changes in the Enabling Environment 


Folbre’s (1995) review of the literature on the United States, Northwest Europe, 
Latin America and the Caribbean, and Sub-Saharan Africa reveals distinct patterns of 
gender bias in public policy, particularly in the area of child support and social 
entitlements, such as pensions. She underlines the importance of the influence of law, 
social legislation, and cultural norms on the distribution of income and other re- 
sources among family. She notes that maternity benefits and child care costs are 
often stipulated by public regulation to be the responsibility of the employer, despite 
the International Labour Organization’s (ILO) Maternity Prevention Convention. 
Folbre’s research shows that some employers are therefore discouraged from hiring 
women and some require a certificate that they are not pregnant. Second, she cites 
research that demonstrates the bias against women in formal employment in relation 
to benefits such as social security. Women are less likely to be employed in jobs with 
benefits (full time, formal sector). When they are, they pay the same taxes as men, 
but the receipt of survivor benefits for widows of employed men is much easier to 
obtain than benefits for widowers of employed women. Retirement benefits are lower 
for women. Family allowances give benefits to employed men with dependent wives, 
but not benefits to employed women with dependent children. Moreover, sex dis- 
crimination laws, if they exist, may be enforced in the public sector, but typically 
they are not in the private sector (Folbre 1995). 

Some of the legislation that is discussed above may seem far removed from nu- 
trition programs. If these laws were to change, what would be the effect on women 
and their children? Unfortunately we get few chances to assess such changes in a 
rigorous way. One of these glimpses is afforded in a paper by Hoddinott and Adam 
(1998), which capitalizes on a change in state law regarding the dispensation of 
income and assets upon divorce. The law change improved the likelihood of women 
receiving a larger share of such resources. Using female suicide rates as the welfare 
outcome, the study found a significant drop in female suicide rates immediately after 
the change, holding all other factors constant. Female suicide is the tip of the iceberg 
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that is poor mental health. We know that a mother's state of mental health is a crucial 
resource for care provision to infants. Similar work has been undertaken regarding a 
welfare program in the United Kingdom, called Child Benefit. Work by Lundberg 
et al. (1997) and Ward-Batts (1996) use data from the United Kingdom for two 
periods (1973-1976 and 1980-1982) and attempts to assess the impact of a policy 
shift in UK child benefit allocation on the budget shares of 23 goods. The legislative 
change in the late 1970s resulted in income transfers being directed specifically to 
women in the form of cash, as opposed to a deduction from the household’s income 
tax. The Ward-Batts study found that the legislative change had a strong negative 
impact on household budget shares to tobacco, housing, and men's clothing, and a 
strong positive impact on children's clothing, fuel, and food purchased for home 
consumption. Lundberg et al. (1997) find similar results in that expenditures on 
women's and children's clothing increased relative to men's clothing expenditures. 

In the developing world, South Africa 1s again at the cutting edge with new 
proposals for its Child Maintenance Grant. In addition to the introduction of means 
testing for the grant, the transfer of the grant no longer has to be to the parent—now 
it can go to whomever the household nominates as the child's primary caregiver. The 
relaxation of the definition of primary caregiver is important in South Africa given 
the large number of infants for whom one or both parents are absent from the house- 
hold (Maluccio et al. 1999). The proposed reform is intended to be a child-friendly 
change in policy—the child should not be deprived of resources if the parent is not 
coresident—but the policy change may well provide unexpected incentives to parents 
of young infants to seek work away from their infant. 


Women, Work, and Child Care 


The country case studies all highlight the tradeoffs women face in working and 
caring for children, and all propose solutions based around child care. The Sri Lanka 
case study notes that “the Sri Lankan social ideology based on Buddhist values has 
been less discriminatory of women than many other south Asian societies." The 
importance of the educational attainment of women is cited, although there are fairly 
low rates of female participation in the labor force. Women in poor households are 
more likely to be paid in the labor force, however, and the implications for child care 
and breastfeeding are discussed. The attempts of some income initiatives targeted to 
women (on the premise that more of the extra income would go to child welfare 
enhancing activities) have foundered due to women’s lack of time and knowledge, 
which, in turn, hinders their ability to seize income-generating opportunities. There 
are still legal reforms to undertake, the report informs us, for example, the 
Sri Lankan Women's Charter has still to attain legal validity. 

The Bangladesh case study notes that "traditionally women are subordinate to 
men and deprived socially and economically." It is noted that NGOs channel more 
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resources to women in rural areas than the State does. The report challenges the State 
by citing the policy gaps in the areas of maternal leave for pregnant mothers, créche 
facilities at workplaces, the treatment of pregnant women in hospitals, information 
and education campaigns to support women and the rights of women, which must be 
protected in the area of pregnancy choice, and access to resources for taking care of 
their children. 

The Viet Nam case study emphasizes that “by far the biggest vacuum in policy 
terms exists in the area of caring practices for women and children.” The report 
acknowledges that the situation of women in Viet Nam is better than in some other 
Asian countries, but that there is also room for improvement. Women explicitly 
emerge in the supporting policies under the credit program section. Concerns are 
aired about the ability of these programs to reach women and children, about the 
impact of credit on income, consumption, and nutrition, especially given tradeoffs in 
the areas of child care and time in income-generating activities. The Viet Nam case 
study also discusses the existence and enforcement of various laws that affect the 
status of women. The report concludes that the laws are satisfactory as far as they go, 
but they are mostly applied in the formal employment sector, they do not always 
cover certain groups of women (e.g., the elderly), and they are not always well 
enforced. The improved nutrition strategy emphasizes the expansion of focus beyond 
under-5s to include adolescent girls, young women, and mothers (vitamin A supple- 
mentation and iron deficiency anemia prevention). The strategy also includes propos- 
als to provide access to home-based day care for working mothers with under-3s. 

The PRC case study notes that, in areas where women are involved in labor- 
intensive work, lack of child care facilities is thought to be an especially important 
constraint on improving child nutrition. To address these concerns, the report 
suggests the formation of day care centers in rural areas during harvest time, with the 
provision of a supplementary meal to the mother and the production of local and, 
hence, affordable weaning foods. 


Changes to Food and Nutrition Policies and Programs 


The policies described in the previous sections are not explicitly geared towards 
food security and child nutrition. Are there examples of such policies that are de- 
signed to improve women’s status relative to men? 

In Mexico, a large new program called PROGRESA, aimed at fighting “ex- 
treme poverty” in Mexico’s rural areas, began operation in August 1997. This 
multisectoral program provides an integrated package of health, nutrition, and 
educational services to poor families. Originally serving 400,000 families (Gomez de 
Leon et al. 1997), it aimed to expand its coverage to approximately 1-1.5 million 
families by the end of 1998, with an approximate budget of 500 million dollars. 
PROGRESA is one of the Mexican government’s primary weapons against poverty. 
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The program aims to provide a series of interventions, including monetary assistance, 
nutritional supplements, educational grants, and a basic health package, to its benefi- 
ciaries for at least three consecutive years. One of the innovative aspects of the 
program is its attempt to transfer the monetary assistance to women. The literature on 
the differential impacts of male and female income was influential in this aspect of 
the program’s design. It is hoped that if the female receives income, it will empower 
her ability to make decisions that directly affect child nutrition and household food 
security. On the other hand, there are concerns that this new source of income may 
lead to increases in domestic violence. The gender impacts of this large initiative are 
currently being assessed by an IFPRI team (Quisumbing et al. 1999). 

The Food For Education Program (FFE) in Bangladesh is designed to address 
household food insecurity and low female education. The Bangladesh government 
launched the FFE program in July 1993 on a large-scale pilot basis, covering about 
5,000 primary schools spread all over the country. Most children from the poorest 
families in Bangladesh do not attend school because they cannot be spared from 
contributing to their family livelihood. The FFE food ration (wheat) becomes the 
income entitlement that enables a poor family to release children from household 
obligations so that they can go to school. IFPRI conducted an assessment of the FFE 
program based on a survey of primary schools and households in April 1994 (Ahmed 
1999), 

Ahmed (1999) estimates the cost of delivering 1 taka of income to a household 
through the following schemes: Rural Rationing (6.55), Food For Work (2.56), and 
Food For Education (1.59). The FFE certainly seems to be an effective income (food) 
transfer mechanism. In terms of its education impact, Ahmed found that the FFE did 
not simply draw students from neighboring non-FFE schools, but it also drew in 
children from the catchment area that were not currently in school— perhaps building 
on the nonformal education efforts of several Bangladesh NGOs. The new children 
were from households that were slightly poorer than currently enrolled FFE recipi- 
ents. Children who were not enticed into school were from families that were 
30 percent poorer than the currently enrolled FFE students. Attendance increased for 
boys and girls, but increases in attendance were about 10-15 percent higher for girls. 
The benefits from such a program could be far-reaching in terms of the status of 
women and desired family size. It would be important to conduct a follow-up study 
to determine the sustainability of the initial enrollment impacts on girls’ education, 
and whether this did in fact lead to delayed marriage (there is some evidence it did—— 
see Arends-Kuenning and Amin 1998) and permanent improvements in women's 
status. 

A number of NGOs in Bangladesh have attempted to improve women’s status 
and the status of children in their households by directing credit to women. How well 
have these programs worked? The study by Pitt and Khandker (1998) on the differ- 
ential impacts of NGO microcredit directed to men and women is particularly illumi- 
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nating because it is well designed and the data are carefully analyzed. Specifically, 
they test for the differential impact of male and female borrowing from three NGOs 
on eight outcomes: boy’s and girl’s schooling; women’s and men’s labor supply; 
total household expenditure; contraception use; fertility; and value of women’s non- 
land assets.. They find that “the set of female credit variables is statistically signifi- 
cant in 7 of 8 cases at the 0.05 percent level. By contrast, the set of male credit 
variables is significant in 3 out of 8 cases” (p. 41). One of the implications of their 
results is that household consumption increases by 18 taka for every 100 taka lent to 
a woman and by 11 taka for every 100 taka lent to a man (Morduch 1997). 

Kabeer (1998) reviews the conclusions of the econometric studies of credit to 
women in Bangladesh and compares the results with her own participatory evalua- 
tion. She is more interested in the perspective of the women themselves as to whether 
they feel empowered by the receipt of credit. Despite increased workloads, the 
loanees clearly felt more self-fulfilled and valued by the other household members 
and the community. The following quote from a loanee illustrates the point: 


Ideas of the mind is everything. If you have money in your hand, you feel 
joy. If you have no money, you feel pain. My labour has increased, but I 
don’t feel it because the money is also coming in. It doesn’t feel like hard 
work (Kabeer 1998, 31). 


It is important to note that food and nutrition programs do not have to set out to 
improve the status of girls or women in order to do so. Rubalcava and Thomas 
(1997) use interstate and intertemporal variation in the levels of benefits delivered 
under the Aid to Families with Dependent Children (AFDC) in the USA to test 
whether the variation in the generosity of AFDC transfers, controlling for overall 
household income, affects the share of expenditures on food. As AFDC benefits 
increase, the assumption is that this improves the bargaining position of women in 
the household and makes them better able to separate from the household if they are 
unable to negotiate what they consider a fair share of resources. Rubalcava and 
Thomas (1997) find that AFDC benefits do affect food expenditure shares. 

Several, but not all, of the country case studies suggest ways of making nutri- 
tion programs and systems more gender-sensitive. The Pakistan case study identifies 
a series of gender issues that effectively constrain the Pakistan Health Care System. 
Suggestions are made to relax these constraints, such as to increase the number of 
staff with reproductive health care training and to give women an increased voice in 
the community-based organizations that are involved in overseeing the quality of 
health care provision. The cultural traditions that encourage female exclusion, or 
“Purdah”, are discussed and identified as an important constraint to greater female 
economic empowerment. Even where Purdah is less strictly observed, women are not 
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educated enough, do not have access to enough resources, and are often in poor 
health; hence, strong barriers to the seizing of economic opportunities remain. 

In Bangladesh, the Campaign for Promotion and Protection of Breast-Feeding 
seeks to influence social norms that are not regulated by the state by motivating the 
factories, offices, and industries that employ women to provide breastfeeding 
facilities. 

In the India case study, a Delphi study of academics rated female literacy as the 
most important determinant of child nutrition, with women’s employment being rated 
sixth. However, important caveats to the general recommendation that “women 
should be encouraged to engage in more income earning activities” are made. Child 
care provision, maternity leave, part-time employment, flexible work times, and 
home-based income generation, were all seen as important strategies to avoid the 
complete delinking of employment and child care. 

The Tamil Nadu Integrated Nutrition Program (TINP) and the Bangladesh 
Integrated Nutrition Program (BINP) are two examples of large-scale nutrition 
programs in the region that are attempting to formulate responses to these concerns 
and to internalize them at all stages of design and implementation. The BINP, for 
example, is based on a partnership between community nutrition promoters and 
women from the community who help mothers identify the causes of malnutrition in 
their children. There is a focus on care practices, and the prevention of malnutrition 
before, during, and after pregnancy. The nutrition promoters work with the women to 
help them recognize and overcome gender asymmetries such as intrahousehold 
allocations of food that mean women get served last and least (UNICEF 1998). In 
addition, Village Women’s Groups prepare food that is sold to nutrition centers for 
malnourished women, thus supporting the women’s groups, building social capital 
among women, and empowering the decision making of women via small but 
important sources of cash. Similarly, the TINP utilizes women for implementation, 
primarily through the support of local women’s groups. 


Changes in Project Design 


Designing projects that are sensitive to gender relations is another way of im- 
proving women’s status. However, designing projects along these lines requires 
resources. This section asks two questions: (i) does it make sense in terms of overall 
project success to pay attention to gender relations in project design? and (ii) what is 
the best way to pay attention to gender relations in designing projects? 

Does it pay off to pay attention to gender issues in project design? Until now 
we have not been able to find multi-project level data to answer this question. The 
World Bank has made data available on all 271 of its projects in the agricultural and 
human resource sectors (education, population, health, nutrition, and social sectors) 
that were approved during or after fiscal year 1987, and were completed and evalu- 
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ated by calender year 1997. For each project, the World Bank has assessed the 
success of the project in terms of its overall outcome and its sustainability. For the 
271 projects in the sample, 68 percent were classified as satisfactory in terms of 
overall outcome and 44 percent were classified as sustainable. In addition to these 
outcome indicators, a number of gender indicators are available. First, there is an 
indicator of whether or not there was a gender objective in the project design. 
Second, there is an indicator of whether or not the project achieved a gender objec- 
tive (the evaluators did not know if a gender objective had been stated in the project 
design). Third, for a small subset of the projects we know whether or not a gender 
analysis was undertaken. 

Regression results (not presented here but available from the author) describe 
the association between project sustainability and gender achievement, controlling 
for location of project, fiscal year in which it was approved, the per capita GNP of 
the project country (not in PPP), the sector it is in, projected project costs at ap- 
proval, the credit canceled when the project was closed, whether there was an IDA 
component to the project, and the value of the World Bank loan committed at project 
approval. For more details of the variables and projects see Murphy (1997). Control- 
ling for a wide range of project specific factors, achieving gender goals is positively 
associated with a 16 percent increase in the probability of project sustainability. This 
positive association 1s no different for projects in South Asia nor for population, 
health, and nutrition projects (interaction terms were not significantly different from 
zero, results not shown). Note that gender achievements are significantly correlated 
with having gender objectives (correlation coefficient of 0.58), but having gender 
objectives is not statistically significantly associated with project sustainability (result 
not shown here). 

It is easy to oversell these results. While gender achievement is not a built-in 
component of project sustainability (i.e., there is no forced correlation), the factors 
that lead to gender achievements may also lead to project sustainability. Hence some 
of the 16 percent increase in project sustainability from a gender achievement 
implied by the regression results may well be due to other factors that are not 
captured in the other explanatory variables. More work needs to be done to collect 
and analyze data such as these, from the development banks, governments, and 
NGOs, to isolate the impact on project success of attention to gender relations in 
project design. 

Many agencies have taken the positive impact of attention to gender relations 
on project success as a given. But increasingly in the past 20 years, attention has 
been paid to the key question of how to design development projects that engage 
women and provide them with opportunities to share in the benefits of project 
implementation. Three main approaches have been tried: (1) women-only projects; 
(ii) projects in which women are allocated particular resources through women in 
development components of larger projects; and (iii) integrated projects in which 
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gender issues are incorporated or “mainstreamed” from the beginning of the project 
(Carloni 1987, Anderson 1990). 

There is a widespread feeling among development agencies that while they 
have been useful activities, the time of women-only income generation projects (as 
opposed to welfare or nutrition projects) is past. Women’s projects have served to 
raise awareness of the spheres of activity controlled by women and men within the 
same household, and some projects were successful in reaching their defined goals. 
Nevertheless, if well-designed women-only projects and women’s components have 
demonstrated certain advantages in offering opportunities to rural women, such 
projects are generally unsustainable if they are not tied into mainstream development 
plans and activities. Table 10 summarizes the advantages and disadvantages of each 
intervention type. 

Experiences of the past 15 years suggest that gender-sensitive mainstream proj- 
ects are the most effective way to address women’s needs while, at the same time, 
enhancing their socioeconomic status. Women should be seen not just as “isolated 
beneficiaries," but also as active participants together with men in the development 
process. This calls for the designing of projects that directly benefit women by 
simultaneously enhancing their productivity and earnings alongside those of men. 
Women’s special needs and economic growth can best be addressed by raising 
women’s access to project inputs and outputs alongside, and in equal proportion to, 
men’s. For acceleration of “mainstreaming” to occur, project planners and policy- 
makers need to shift their attention from how to help women to the central question 
of how to help men and women through the formulation of more effective projects 
through a better understanding of local gender asymmetries and relations. 

The previous discussion in this subsection has implied top-down design. What 
about the bottom-up participatory approaches to designing projects that are sensitive 
to gender relations? The underlying premise of participatory approaches is that the 
reality of the poor is what counts. Few would argue with this. One example of the 
different priorities that planners and communities have comes from a review of 
public works programs in Ethiopia by Webb et al. (1994), The study concludes that, 
while most public works type projects are based on soil conservation or reforestation 
objectives, the activities are among the least desired by the participants themselves. 
The study finds that the participants most desire public works projects that are related 
to health and sanitation such as health clinic construction, piped water, and latrine 
building. 
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Table 10: Summary of Advantages and Disadvantages of Three Main Project Types 


Project Type 
Women-only 


Women- 
component 


Integrated or 
Mainstream 


Advantages 
Good starting point in reaching women, 
especially in cultures where their economic 
opportunities are often limited; could be 
effectively used as pilot projects for bigger 
projects 


Have been found to be particularly 
successful in delivering training, health/ 
nutrition benefits, and family planning 
services 

Part of a bigger project from which women 
could gain access to more resources and 
technical expertise; could be effective and 
possibly sustainable if well-integrated with 
other project components 


Gender sensitive integrated/mainstream 
projects are designed to deal with gender 
differences and complementarities; they do 
not deal solely with women, but with women 


in relation to men, the community, and society 


If integrated well into mainstream structures, 
could ensure sustainability 


More likely to enhance women’s socioeconomic 


status than women-only projects and women- 
components 


Source: Pena, Webb, and Haddad (1996). 


Disadvantages 
Generally not as successful in increasing 
productivity and incomes due to tendency 
to involve women in traditional/domestic 
“welfare-oriented” activities that often 
yield low economic returns 


Tend to be underfunded 


Work with women in “isolation” 


Tend to have small share of budget relative 
to other project components 


Often focus on women’s domestic roles, 
not their economic ones 


Components often remain separate from 
other project activities—they do not 
establish needed linkages 


Tendency to overlook gender issues in 

other nonwomen-components that could 
result in unintended/negative outcomes such 
as increasing time demands on women 
Could be ineffective if they simply assume 
that women will benefit as part of project 
population without taking into consideration 
gender-specific potentials and limitations 

in program design and execution 


May also concentrate only on women’s 
domestic roles although they have a better 
record of also considering women’s 
economic roles than women-only projects 
and women-components 


Integration of gender concerns makes it 
more difficult to isolate and identify gender- 
differentiated impacts due to the project 


Irrespective of whether more community participation leads to more appropriate 
choices for the community, does increased community participation in project design 
improve project performance? In general, the payoff to beneficiary participation has 
been poorly measured. One of the first studies to address the question as to whether 
participation improves performance was by Isham et al. (1995). Using a range of 
performance indicators for 121 rural water projects from 49 countries, Isham et al. 
found econometric evidence that participation of beneficiaries (based on indicators 
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from consultation and shared decision making to exclusive participant decision 
making) was strongly correlated with performance. In conclusion, they note that this 
result may not hold outside of the water sector, nor is it clear how policy can provide 
incentives to stimulate participation, and whether the benefits of participation out- 
weigh the costs. 

However, participation at the community level may well reinforce existing gen- 
der asymmetries that are loaded against women. In selecting individuals for employ- 
ment on public works projects in South Africa, community-based project steering 
communities and street committees were heavily involved, but the values and atti- 
tudes of the individuals on those committees proved crucial to the selection of 
women. When a woman’s name was drawn out of a hat by a committee member, 
often her name was discarded and another name drawn because the committee 
members determined that the work was not suitable for a woman, perhaps because it 
was construction-related. Support from the implementing agent, typically an NGO, to 
women was important in allowing women the right to choose whether or not they 
take up the job. A factor making their decision much easier was the presence of a 
creche (Adato et al. 1999). 

The projects covered in this section have been, for the most part, non- 
biological. Two recent review papers focus on the effectiveness of specific inter- 
ventions in reducing intrauterine growth retardation (de Onis, Blossner, and Villar 
1998) and maternal morbidity (Kuiler et al. 1998). The review by de Onis et al. 
(1998) of 136 randomized controlled trials evaluating 36 prenatal interventions 
aimed at reducing intrauterine growth retardation is discouraging in that it identifies 
only balanced protein/energy supplementation as increasing birth weight and then 
only marginally. Data and evidence on other interventions such as nutrition advice 
and a range of micronutrient supplementations are too weak to recommend for 
routine supplementation programs. de Onis and her coauthors raise questions about 
whether we should expect one-shot nutrition interventions to be able to overcome 
the effects of long standing social and nutritional deprivation. The authors also call 
for more and better designed studies on interventions that target women during 
pregnancy. 

Kulier et al. (1998) find more positive evidence with regard to nutrition inter- 
ventions for the prevention of maternal morbidity. They conclude that, for popula- 
tions with a high incidence of nutritional anemia, iron and folate supplementation 
should be routine during antenatal care. Pregnant women in low calcium areas 
should be encouraged to increase their consumption of this element via their diet. 
The effectiveness of other micronutrient interventions such as zinc and magnesium is 
less conclusive. 
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Conclusions 


Women in Bangladesh, India, and Pakistan have a lower status than in the other 
countries of South and East Asia, and a lower status than in most other countries in 
the world. Low female education levels are associated with higher levels of house- 
hold poverty. Put more positively, increases in female status and female education 
have been estimated to account for 50 percent of the reduction in child malnutrition 
rates over the past 25 years. Low women’s status is perpetuated from one generation 
to the next, via preferences for boys, higher rates of female infant mortality, less 
health seeking behavior for girls, less food given to girls, and lower educational 
investments in girls. Interestingly, these differences do not manifest themselves in 
anthropometric measures, but we speculate that this might be due to the fact that the 
missing girls are not counted in the anthropometric indicators. This discrimination 
against women is deeply rooted in culture and traditions in these three countries, 
particularly in their northern and western regions, and is reinforced by economic 
incentives that favor boys over girls, even controlling for their different levels of 
human capital. 

What can development actors, including the Asian Development Bank and 
UNICEF, do to reverse this discrimination? 

First, awareness of women’s status relative to men needs to be increased among 
men and women. At all levels, the importance of improving women’s status for 
development and nutrition needs to be repeatedly reinforced: what are the current 
levels, the consequences and determinants of those levels, and which interventions 
can improve them? The best way to achieve this is to do a better job of monitoring 
women’s status and the women-friendliness of public policy. This can be done in a 
number of straightforward ways: sex-disaggregated human rights measures; score- 
cards on the discrimination embedded in formal sector policies; gender-sensitive 
public sector budgets; the percentage of women in decision-making positions at all 
levels of society; the percentage of women living in households below the poverty 
line; the education ratios of girls and boys; and the ratio of life expectancy of men 
and women. 

Second, policies and programs that build upon the positive behaviors of women 
should designed. For example, if women spend more of their incremental income on 
children than men do, target women in income transfer programs, particularly if such 
transfers can be tied to other behaviors that are good for children, such as health 
clinic visits and school attendance. Third, work with NGOs that target women. The 
large credit programs in Bangladesh demonstrate that it does make a difference to 
target women: they spend more oa children and they feel more empowered in other 
decision making areas. Fourth, design projects, both from the top down and from the 
bottom up, that are sensitive to asymmetries in resource access, responsibilities, and 
rights. Evidence presented from World Bank projects in a number of sectors shows 
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that projects that pay attention to gender asymmetries are 16 percent more likely to 
be sustainable. 

Gender sensitivity needs to be woven into the project at all stages: design, im- 
plementation, monitoring, and evaluation. A strong and recurring theme in the 
broader literature and the country case studies was the need to provide child care 
facilities for working women. Note that participation at the community level should 
not be equated with gender sensitivity. Gender asymmetries at the community level 
can easily be reinforced by projects that work with community elites. 

Finally, nutrition interventions need to be found that directly address maternal 
morbidity, intrauterine growth retardation, and low birth weight. This is a daunting 
challenge given that these interventions would need to counteract years of discrimi- 
nation against women. Nevertheless, approaches have to be found and evaluated in a 
systematic manner. 
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Abstract. This paper evaluates the extent to which programs for improving nutrition 
in seven Asian countries evaluate care practices and resources for care, and how this 
understanding is incorporated into their plans. Care practices and resources for care 
are defined according to the UNICEF framework, and the more unfamiliar care 
practices are described. The value of including care in nutrition programs is shown 
through several model programs. The significance of care not only for nutrition, but 
also for child development is highlighted. The most commonly mentioned care 
practice in the seven countries was breastfeeding, and the most widely recognized 
resource for care was maternal education. Care practices such as psychosocial care 
and care for women received less attention, as did the autonomy or decision-making 
power of the caregiver. Although the importance of care practices and resources for 
care is recognized, recommendations are general and lack specificity. Program 
planners will need training in scientific disciplines such as psychology or 
anthropology in order to develop strategies for incorporating care into nutrition and 
child development programs. 





Introduction 


he care that children receive has powerful effects on their survival, growth, 
and development. In the 1950s and 1960s, Bowlby (1969) described the 
significance of a child's attachment to a single caregiver for normal emo- 
tional, cognitive, and physical development. About the same time, Dennis 
(1973) observed infants raised 1n orphanages who could barely sit up at two years of 
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age, and could not speak. They had little emotional contact with the child-care 
workers in the facility, although all of their physical needs were met. As an experi- 
ment, he selected a group of infants for special treatment and assigned each child to 
one particular caregiver, who was asked to pick the child up, and hug and talk to the 
child on a daily basis. Children with this treatment changed radically; they began to 
talk, developed rapidly in terms of their motor behavior, and grew well. The treat- 
ment was caring. Since these early studies, much research has illustrated the impor- 
tance of attachment between child and caregiver, described as a “unique and 
enduring bond”, and of psychosocial care in general for all aspects of a child’s 
survival, growth, and development (e.g., Creuzinger 1997, Holden 1996, Morison et 
al. 1995, Sloutsky 1997). 

Care has received more attention since the relation between income per capita 
and child nutritional status was recognized as less significant than might have been 
expected. Food security or inadequate health care services were not defined as the 
key issue in any of the seven countries. However, in every country report under this 
ADB-UNICEF Regional Technical Assistance Project on Reducing Child Malnutri- 
tion in Eight Asian Countries (hereafter referred to as the Project), the importance of 
care practices or behaviors and resources in the etiology of nutrition difficulties were 
recognized. The need to focus on children below two years of age and pregnant 
women in order to improve nutritional status seems to be generally acknowledged. 


Defining Care Practices and Resources for Care 


Care refers to the behaviors and practices of caregivers (mothers, siblings, 
fathers, and childcare providers) to provide the food, health care, stimulation, and 
emotional support necessary for children's healthy survival, growth, and develop- 
ment. These practices translate food security and health care resources into a child's 
well being. Not only the practices themselves, but also the ways they are performed 
—in terms of affection and responsiveness to the child—are critical to a child's 
survival, growth and development (Engle, Lhotska, and Armstrong 1997). 

Food, health, and care are all necessary for healthy survival, growth, and devel- 
opment, according to the UNICEF conceptual framework (1990). All three elements 
must be satisfactory for good nutrition. Even when poverty causes food insecurity 
and limited health care, enhanced caregiving can optimize the use of existing re- 
sources to promote good health and nutrition in women and children. Breastfeeding 
is an example of a practice that provides food, health, and care simultaneously. 

One way of categorizing influences on children is to divide the environment 
into a continuum ranging from proximal (close) to distal (distant) (Freidman and 
Amadeo, in press). Proximal aspects of the environment are directly experienced by 
the child, and include both physical and social dimensions. Distal aspects of the 
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environment are concerned with resources, such as availability of a water source 
inside the house, amount of food available on a daily basis, or the energy and knowl- 
edge of a primary caregiver, and affect child nutrition indirectly. 

Care practices or behaviors are proximal aspects of the environment that are 
primarily social, and influence children’s growth and their development. This is a 
wide net, and captures many behaviors that have long been recognized as important 
for child nutrition, such as breastfeeding, home health care, and hygiene practices, 
and brings in less recognized behaviors such as a family’s care for women and 
psychosocial care. Using a single term to encompass these behaviors has the advan- 
tage of highlighting their interrelationship within the household. However, it also has 
the possible disadvantage of including so many behaviors that the term becomes 
meaningless. In order to avoid the latter problem, care practices defined here are 
those relevant to nutrition and growth, and have been specified as most important for 
child survival, growth, and development. These are: care for women, including care 
for pregnant and lactating women; breastfeeding and complementary feeding; 
psychosocial care; food preparation and food hygiene; hygiene practices; and home 
health practices. Some care practices have been investigated extensively, such as 
breastfeeding and hygiene practices, whereas others have rarely been studied, such as 
family support for young women to delay childbearing. Three care practices are 
described in greater depth below since they are less recognized: care for women, care 
during complementary feeding, and psychosocial care. 

Specific practices for each category are shown in Table 1. For each specific 
care practice or resource for care, Table 1 indicates whether the country report listed 
it as a problem (noted as neg), suggested that it was positive and needed to be 
supported (pos), or made a recommendation to change it (rec). At the end of each 
row is the percentage of countries that mentioned the care practice or resource for 
care in any way. Even a rapid perusal of the table will show that some care practices 
are much more widely known than others. 

Care practices cannot occur without resources to provide the care. Focusing on 
care practices without a concern for resources may lead to the unfortunate result of 
blaming the mother for inadequate care, rather than recognizing a lack of resources. 
The distal aspects of the environment that provide resources for care can be either 
human, economic, or organizational. Human resources at the family level include the 
caregivers’ knowledge, beliefs, and education, and the physical and mental health 
and confidence to put that knowledge into practice. Economic resources include the 
caregivers’ autonomy and control of resources, economic support, and time (plus 
control of that time) in order to provide care. Organizational resources include 
alternate caregivers and community care arrangements, and emotional support from 
family members and community networks (Jonsson 1995). These same three kinds of 
resources also occur at the community, district, national, and international levels. 
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To define “resources for care” adequately, one must first assess who is provid- 
ing the care, where young children are cared for, and who provides the economic 
support. Second, one must assess the roles of various family members in the provi- 
sion of care, particularly the father. Third, decision-making processes should be 
examined. Finally, the language should use the word “caregiver” rather than 
“mother”. The notion that a child is the combined responsibility of both parents 
needs to be reinforced continually and at all levels. 

Resources for care must be considered whenever care practices are evaluated. 
Most of the country reports considered these issues, but not to a satisfactory depth. 
All recognized the importance of maternal or parental education for child nutrition. 
The mother’s workload was recognized as a problem by half of the countries. Mater- 
nal physical and mental health was recognized only by one program, with none 
noting the importance of control of family resources for caregiving. The role of the 
father was ignored by many of the countries, which is surprising given the impor- 
tance of his role as food purchaser and arbiter of medical care decisions, and even 
breastfeeding in many of these countries. Children are products of a family, not just 
the mother, and this perspective must be kept clearly in mind. 

Caring practices and resources vary tremendously by culture; yet there is some 
evidence that the variations among families within one culture may be greater than 
those between cultures (Engle, Menon, and Haddad 1997). Children’s basic needs 
for food, health care, protection, shelter, and love are the same in all cultures. Differ- 
ences may be seen in how each culture and each family within that culture attempts 
to meet these needs. Traditional knowledge may be valuable, but widespread changes 
in families due to urbanization, women’s increased economic role, expansion of 
primary education, and population increase may require changes and adaptations in 
care practices for which families may be ill prepared. These changes may undermine 
positive traditional practices. 

Not only culture, but also economic conditions, governmental policies, and the 
ecological environment can influence care practices and resources for care (Engle, 
Menon, and Haddad 1997). One major influence discussed in a companion paper is 
the status of women (Haddad 1999). 


Role of Child Characteristics B 


Not only the behaviors of parents, but also the characteristics of a child will in- 
fluence outcomes for that child. Anorexic children require more persistent feeding 
than children with strong appetites. Temperament, a biologically based tendency 
such as the ease or difficulty with which a child approaches routine and novel 
situations, also influences care. A difficult or irritable child will probably evoke 
different and perhaps less patient caregiving than a sunny, easy-to-manage child. 
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These individual differences in temperament and condition have major effects on 
caregiving. 

Some groups, such as low birth weight infants, should have an immediate claim 
on resources. A review of 80 studies of low birth weight infants, mostly in develop- 
ing countries, showed that low birth weight children generally have poorer levels of 
development than normal birth weight children (Aylward et al. 1989). Grantham- 
McGregor et al. (1999) summarized the literature regarding effects of being small for 
gestational age (SGA) on children’s survival, growth, and development. These 
children are born at term, but are low weight, suggesting that they were malnourished 
in utero. The literature suggests that, whereas not all SGA children are lower in 
cognitive ability in the first two years, there are likely to be negative effects in middle 
childhood, and on behavioral measures. These effects are less evident later in life. 
The negative effects of SGA are particularly marked when combined with an impov- 
erished home environment. 

Other child characteristics represent risks for children due to parental percep- 
tions or cultural values. Haddad (1999) documents the significant negative effects on 
children of being born female. In many of the South Asian countries, girls are less 
preferred, less likely to receive health care, and have higher mortality rates. These 
effects operate through differential care practices and allocations of resources within 
the household. 


Care for Women 


The practices listed in Table 1 under Care for Women contain many that are 
delivered in health programs, such as antenatal care and birth spacing. However, it is 
the family’s support for the woman in each area that is crucial. For example, care for 
women with respect to antenatal care is the interest and support of the family to make 
sure that she obtains this care. Surprisingly little information exists about the family’s 
or community’s role in supporting or ignoring women’s needs, particularly during 
adolescence, pregnancy, childbirth, and lactation. 

The Care Initiative (Engle, Lhotska, and Armstrong 1997) lists six categories of 
care for women. 


(i) During pregnancy and lactation, the family should support the women in 
obtaining extra and higher quality foods, reducing workloads, attending 
antenatal clinics and obtaining safe birthing, and receiving adequate post- 
partum rest. There is evidence that factors such as workload have a sig- 
nificant effect on outcomes such as birth weight (Launer et al. 1990). How 
much a family’s support influences the woman’s behavior during preg- 
nancy and lactation is not known, although it seems likely that a family 
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that supports women’s rights and needs for these services will be more 
likely to obtain them. 


(n) Family support in reproductive health should include helping the adoles- 
cent girl delay bearing children, and supporting women in their use of 
family planning. 


(iii) Physical health, includes provision of a fair share of the family food, and 
protection of women from abuse. 


(iv) Mental health, stress, and self-confidence are domains which families can 
support or undermine depending on their attitudes and behavior. 


(v) Autonomy in decision making when needed is important for women, and 
access to the family’s income and assets. Support in sharing the workload 
is also part of care for women. 


(v1) Assuring girls’ equal access to school and women’s access to continuing 
education is extremely important both for the current and for subsequent 
generation. 


In Table 1, the most frequently mentioned Care for Women was the provision 
of extra foods during pregnancy, noted by 57 percent of the countries. However, 
many other important issues during pregnancy, such as work reduction or postpartum 
rest, do not appear as interventions in any of the programs summarized. This area in 
particular offers tremendous promise for interventions. A creative approach to 
improving family support for women is the “newly married parents” intervention 
described in Bangladesh. In this intervention, the importance of good nutrition during 
pregnancy, workload reduction, and rest for healthy children and for a healthy 
mother are discussed when the couple marries. 


Care during Complementary Feeding 


Appropriate feeding for children includes characteristics of breastfeeding, such 
as initiation in first hour, exclusive breastfeeding for about six months, and sustained 
breastfeeding to the second year. Table 1 shows that most program planners are 
aware of the need to improve complementary feeding and breastfeeding. These care 
practices received more attention than any others did. For example, 85 percent 
recognized the importance of encouraging exclusive breastfeeding, feeding the 
infant within the first hour after birth, and initiating complementary feeding at about 
six months. 
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High quality complementary food, provided from about the sixth month 
onward, is a key component of good nutrition (WHO 1998). However, whereas 
nutrition recommendations were previously only concerned with food quantity and, 
to some extent, food quality, many practices related to how food is actually provided 
to children and fed to them have also been found to influence nutrient intake (e.g., 
Gittelsohn et al. 1998). 

Four aspects of proximal behaviors that are part of complementary feeding and 
that affect intake can be defined. These are: (1) adapting the feeding method to the 
child's psychomotor abilities (e.g., spoon handling); (ii) feeding responsively, 
including encouraging a child to eat, attending to possible low appetite, balancing 
child versus caregiver control of eating, and being affectionate or warm toward the 
child during feeding; (iii) creating a satisfactory feeding situation by reducing 
distractions, developing a consistent feeding schedule, and supervising and protect- 
ing children during eating; and (iv) timing of feeding, including feeding frequently 
and feeding when children are hungry. 


Adaptation to Psychomotor Abilities for Feeding 


Children's motor skills change rapidly during the first two years of life, requir- 
ing close attention by the caregiver. For example, by seven montbs of age, the gag 
reflex moves to the posterior third of the tongue, permitting the child to ingest solids 
more easily than before (Milla 1991). The time required for a child to eat a certain 
amount decreases with age for solid and viscous toods, but not for thinner purees. 
Children's abilities to hold a spoon, handle a cup, or grasp a piece of solid food 
increase with age and practise (Connolly and Dalgleish 1988). Self-feeding with a 
spoon requires a number of steps which can take several months to master (Connolly 
and Dalgleish 1988). 


Feeding Responsively 


This behavior can be particularly important for young children. Mothers and 
other caregivers that show or model for children how to eat healthy foods will 
encourage children's eating, especially when food quality is low. The amount of food 
that children consume may depend as much on the caregivers' active encouragement 
of eating as the amount offered (Gittelsohn et al. 1998, Bentley et al. 1991), espe- 
cially when one has an infant with a difficult temperament. 

Caregiver understanding of and response to children's hunger cues may be 
critical for adequate food intake. For example, if caregivers perceive a child's typical 
mouthing actions in response to new food sensations as a food refusal and cease to 
feed, a child will receive less food (Kotchabhakdi et al. 1987). When children are fed 
from a common pot, the amount eaten is not easy to determine. Having a separate 
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bowl for each child can help determine quantities eaten and protect the slow eater, 
although the person with whom the plate is shared makes a difference (Shankar et al. 
1998). 

Control of eating varies enormously. At one extreme, the caregiver has total 
control and children are force-fed, whereas at the other extreme, control is given 
entirely to the child. Neither extreme is good for children. When too much control is 
in the hands of the caregiver, force feeding, or continued and even intrusive pressure 
on children to eat is seen, which may lead eventually to inability to monitor food 
intake and to obesity (Brown et al. 1988). Passive feeding, particularly if a child has 
anorexia Or poor appetite, may result in inadequate intake (Dettwyler 1986). Care- 
givers have been observed to encourage feeding only after seeing that the child is 
refusing to eat, which may simply result in fruitless battles. 


The Feeding Situation 


Where and how feeding takes place may also influence the food intake of 
young children. Some children are fed on a regular basis each day, sitting in a 
prescribed place with food easily accessible, whereas others are fed while wandering 
around or at a time that the caregiver finds convenient (Guldan 1993). If the main 
meal is prepared late at night, children may have fallen asleep before it is time to eat. 
Children can be easily distracted, particularly if food is difficult to eat (e.g., soup 
with a spoon the child is unable to use) or they don’t like the taste. If supervision of 
feeding is not adequate, other siblings or even animals may take advantage of a 
young child’s vulnerability and take food away, or food may be spilled on the 
ground. 

Finally, feeding frequently has been shown to influence child nutritional status 
(La Montagne et al. 1998). Less than half (42 percent) of the country reports men- 
tioned frequent feeding, and none described how to deal with children’s poor appe- 
tite. The importance of the feeding style and responsive feeding was rarely noted. 

Strategies are needed to make parents aware of feeding styles, support positive 
practices, and help them to change if necessary. Most of the program interventions 
recommended to improve complementary feeding practices in the country reports 
involved a community mobilizer with the support of a facilitator or trained leader. 
This model is consistent with findings from other investigations that complementary 
feeding practices are difficult to change without interpersonal contact (AED 1996). 

Several countries focus on developing locally produced complementary foods 
to supplement interventions to improve feeding practices. However, as many studies 
have shown, simply making higher quality foods available will not in itself change 
patterns of child intake and growth. 


t 

D 
" e 
: 


The Role of Caring Practices and Resources for Care 143 


Psychosocial Care 


A third set of care practices that influence survival, growth, and development of 
children are the social, emotional, and cognitive interactions between caregivers and 
children (Engle, Lhotska, and Armstrong 1997; Engle and Riccuiti 1995). These 
practices include responsiveness of the caregiver to the child, the attention, affection 
and involvement that the caregiver shows, and encouragement of autonomy, explo- 
ration, and learning. 

Responsiveness includes the extent to which caregivers are aware of their chil- 
dren’s signals and needs, interpret them accurately, and respond to them promptly, 
appropriately, and consistently (Engle and Riccuiti 1995). Responsiveness can be 
illustrated by the caregiver’s behavior when a child cries or fusses. If the caregiver 
does not have time to respond, or misinterprets the reason for the crying, they may 
miss an opportunity to feed the child when the child is hungry. Responsiveness is 
also important for developing language. Caregivers who talk to their children in 
simple language, and respond to children’s verbal play, will help their children learn 
language earlier. 

The most appropriate response by a caregiver changes with the child’s devel- 
opmental stage. For a very young child, the response to fussing may be touching and 
holding, whereas at an older age, it could involve talking or demonstrating appropri- 
ate behaviors. 

Parents’ expectations of the age at which children learn important skills like 
walking or speaking their first word (developmental milestones) also affects their 
children’s development; parents who expect earlier development are likely to have 
children who develop earlier. Sensitivity or responsiveness is known to improve 
children’s learning and cognitive development (Murray and Hornbacker 1997). For 
example, Baumwell et al. (1997) found that maternal sensitivity coded during 
mother/child interactions at 9 months uniquely predicted 13-month children’s 
language comprehension—more than child’s comprehension at 9 months. The 
mother’s excessive directiveness or intrusiveness was unrelated to language devel- 
opment, also found in other studies (Murray and Hornbacker 1997). 

Attention, affection, and involvement shown by caregivers also influences chil- 
dren’s survival, growth, and development. The most important factor in a child’s 
healthy development is to have at least one strong relationship or attachment with a 
caring adult who values the well being of the child. Lack of a consistent caregiver 
can create risks for children. The child needs frequent positive interactions. Valuable 
traditional practices should be identified and sustained as much as possible. Exam- 
ples are infant massage in India, postpartum rest of mother and child in many Muslim 
countries, and responsiveness to child’s desires in Bali. These customs may be 
undermined by an encroachment of Western values and urbanization. 
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Caregivers can also improve children’s intellectual development and nutritional 
status by encouraging autonomy, exploration, and learning. Young children are born 
with the ability to learn, but they need encouragement and freedom to develop that 
ability. Caregivers need to provide safe conditions for play, encourage exploration, 
and provide learning opportunities in addition to good nutrition. These conditions 
may even affect growth (Super et al. 1990). 

According to Table 1, psychosocial care received relatively little attention in the 
country reports. Only two country reports (28 percent) discussed supporting the 
improved interactions of caregiver and child, although others recommended the 
development of day care centers for children of working mothers. But there appears 
to be an emerging recognition that not only nutritional status, but also the develop- 
ment of the child are important goals for nutrition programs. 

Early childhood care for survival, growth, and development (ECC-SGD) pro- 
grams provide psychosocial care through a variety of interventions, including early 
education and socialization activities for children, education for parents, and social 
support for families. These programs enhance cognitive development, motivation for 
learning, and readiness for school (Myers 1992, Young 1997), and improve parent- 
child interaction and family functioning (Olds and Kitzman 1993, Benasich et al. 
1992). 


Significance of Child Development for Later Functioning 


Psychosocial development refers to the emergence of skills and competencies 
that help a child adapt and function in his or her environment. These skills and 
competencies become more complex as the child ages and matures. Development 
tends to be categorized into the following domains: 


(i) Cognitive (or mental) development, including memory, problem-solving, 
and numerical understanding (and, for some authors, language develop- 
ment); 


(ii) Language development, the ability to communicate with others, to com- 
prehend speech and express thoughts (receptive and expressive language); 


(iit) Social-emotional development, including an understanding of the relation- 
ship of self to other, ability to regulate oneself and one's emotions, devel- 
opment of social skills; and 


(iv) Fine and gross motor development, including child's ability to sit, walk, 
run, and handle small objects. 
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Although the ability of measures of cognitive development prior to 18 months 
to predict functional outcomes is disputed, pre-school measured abilities have been 
shown to be associated with age at school entry, school performance, and school 
retention in a variety of developing cultures (Pollitt and Triana 1999). As Pollitt and 
Triana conclude, "pre-school tests of cognitive test performance have the power to 
predict school enrolment and achievement and are helpful instruments to evaluate the 
success of early childhood development programs in fostering educational compe- 
tence"(p. 52). 

Programs to improve children's development (ECCD programs) have been 
shown to have long-term impacts on functioning, as summarized in Pelto, Dickin, 
and Engle (in press). Although benefits are difficult to quantify, calculations provide 
a good indication of the value of investing in early childhood. Benefits have been 
shown in areas such as: 


(i) increased human resource development (via better school achievement); 


(ii) cost savings and increased efficiency of primary SHOE (lower rates of 
grade repetition and remedial education); - 


(ii) higher educational attainment; 

(iv) increased earning potential; 

(v) reductions in juvenile delinquency and its associated costs; 
(vi) increased commitment to marriage; and 


(vii) increased social mobilization and community involvement, and reduced 
social and economic inequalities in developing countries (Zigler et al. 
1992, Barnett 1995, Myers 1992). 


One early childhood care and development program in the United States, the 
Perry Preschool Project, is a concrete example of the economic value of such pro- 
grams. A cost-benefit assessment conducted when the project participants reached 
young adulthood concluded that the benefits to society outweighed the project costs 
more than five fold (Barnett 1985, 1995). When participants turned 27 years of age, 
an even greater benefit was found—an estimated US$7 for each dollar invested 
(using constant dollars). r 
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Evidence for the Effectiveness of Care in Interventions 


Research indicates that care practices are associated with improved survival, 
growth, and development (see Pelto, Dickin, and Engle 1999). Specific interventions 
to improve care practices, such as breastfeeding, have shown significant impacts on 
child growth. But much work remains to be done; many care practices have not been 
systematically investigated, and we do not yet have universally accepted agreements 
on the measurement of care practices, or some of the resources for care (Engle, 
Menon, and Haddad 1999), 


Correlational Studies 


A number of studies have found correlations between care practices and child 
growth and development, even controlling for household economic resources. For 
example, Galler et al. (1998) examined the relationships between feeding practices 
and child growth in Barbados, and found that reported feeding practices such as 
breastfeeding preference and feeding intensity predicted later growth. Range, Naved, 
and Bhattarai (1997) identified a number of care practices in Bangladesh that were 
associated with better growth. Several recent reviews have summarized the correla- 
tional data showing effects of these variables on growth and on development (Engle, 
Menon, and Haddad 1997; Engle and Riccuiti 1995; Zeiltin 1996; De Andraca et al. 
1998). 

Ruel et al. (1999) examined the relative importance of care practices and ma- 
ternal education in child growth in Accra, Ghana. The data reveal that the less 
educated the mother, the more important adequate care practices were for explaining 
child nutrition. In the best-educated group, care practices were relatively insignificant 
in predicting child nutrition. Thus, when the circumstances are most difficult for 
caregivers, care may be most important. 


Linkages Between the Status of Women 
and Care Practices/Resources for Care 


As described in the Asian Enigma (Ramalingaswamy, Jonsson, and Rodhe 
1996), the status of women may be the underlying variable explaining the relatively 
poorer nutritional status of children in South Asia. Low status of women may influ- 
ence their access to resources for care, as well as care practices. Many of the re- 
sources for care depend on the status of women: autonomy in decision-making, 
control over time and resources, access to resources. Women’s education is a key 
indicator of women’s status, and is both a cause and consequence of the status of 
women in society. Care for women is likely to be improved when the status of 
women improves. Gender preferences early in life can affect the survival, growth, 
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and development of girls, which in turn impacts the next generation. These prefer- 
ences are reflected in less effort in caring for girls. Therefore, actions to improve the 
status of women as described by Haddad (1999) should have positive impacts on 
resources for care and care practices. 


Effects of Care for Child Development: 
Experimental Studies or Efficacy Studies 


Several recent reviews of the experimental literature on the effects of various 
forms of early intervention on children's cognitive development provide evidence 
that a psychosocial intervention can have significant effects on children's develop- 
ment. Small-scale experimental designs that ask parents to change their behavior to 
facilitate development have shown effects on children's language and cognitive 


development using a carefully controlled experimental design (see Pelto et al. 1999). 


Two major types of programs exist child-focused programs that provide 
services directly to children through day care or center care, and parent-focused 
programs, which aim to improve the parents' abilities to provide care, either through 
teaching specific skills or improving their life skills. Home visiting programs, often 
combined with group sessions, provide caregivers with new activities and materials 
to use with their children, with new skills for child management, information about 
child development and nutrition, and personal support to improve the ability of the 
caregiver to provide care. Some programs provide job and literacy training for 
caregivers. 

Child-focused, high-quality child development activities implemented to ac- 
ceptable standards in childcare centers have consistently shown a positive impact on 
cognitive function and IQ scores in the US and in other developed and developing 
countries (Consortium for Longitudinal Studies 1983, Haskins 1989, Gomby et al. 
1995, Hertzman and Wiens 1996, Grantham-McGregor et al. 1991). Most of these 
programs have been with children of preschool age, but some included infants. There 
are questions about the possible risks of infant day care, particularly when it is not 
high quality (NICHD 1997). 

Parent-focused programs have also been shown to be effective. In the US, pro- 
grams promoting improved parenting skills through home visits have shown modest 
effects on cognitive outcomes (Gomby et al. 1995). Home-visiting has been found to 
be an effective component of programs targeting low birth weight and premature 
infants (Olds and Kitzman 1993, Hertzman and Wiens 1996), nonorganic failure-to- 
thrive children (Black et al. 1995), and undernourished children in developing 
countries (Grantham-McGregor et al. 1991, Waber et al. 1981). Olds and Kitzman 
(1993) reviewed four randomized trials of home visiting interventions that were 
designed to work with parents to improve the cognitive development of preterm and 
low birth weight newborns. All of the trials found consistent evidence of increased 
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mental test performance. In programs that are aimed at parents and children who are 
at social and economic risk, the results are more mixed than for those interventions 
directed to families of preterm and low birth weight infants (Olds and Kitzman 
1993). 

A home visiting intervention to train mothers was also found to be effective in 
Turkey. The home visiting program for mothers was designed to help them foster 
cognitive development using the Home Intervention Program for Preschool Young- 
sters curriculum, and become sensitized to their child's needs. The effects of this 
program were assessed in combination with three different childcare arrangements in 
a crossed condition design with three levels of type of preschool program (attending 
preschool programs with educational aims vs. custodial day care programs vs. 
staying at home) and two levels of mother participation in home training (participated 
or not). Mothers’ participation in the home training program was associated with 
better scores on cognitive tests and school performance four years later, particularly 
when combined with an educationally oriented program (Kagitcibasi et al. 1988). 
Children who had been more deprived inittally profited more. At a follow-up when 
the children were between 13 and 15 years of age, the home visiting intervention 
continued to be significant, whereas the educational day care intervention was not. 
Most notably, children in the home visiting group were significantly more likely to 
remain in school than those without the home visiting (87 percent vs. 67 percent). 
Effects were also seen for vocabulary scores, self-perception, family interaction 
patterns, and the mother’s status in the family (Kagitcibasi 1996). 

Powell et al. (1999) reported on a 12-year follow-up of a home-visiting pro- 
gram working with stunted children in Jamaica. The original design compared the 
effects of food supplementation with cognitive stimulation delivered through home 
visiting in a four cell design, with children either supplemented only, supplemented 
and stimulated, stimulated only, or neither (Grantham-McGregor et al. 1991). Ini- 
tially, both interventions were found to be effective for children's cognitive devel- 
opment, and these effects were still seen several years later (Grantham-McGregor et 
al. 1997). In the most recent follow-up, only the home visiting intervention continued 
to have a significant effect on cognitive development; no effect of the food supple- 
mentation remained. Evaluations of home visiting or parent teaching interventions 
for children's survival, growth, and development should include follow-up. 

Child-focused programs have been shown to be slightly more effective than 
parent-focused programs in developed countries such as the US (Barnett 1995, 
Ramey and Ramey 1998), but in developing countries, where the family may have 
greater impact, parent-oriented programs have been shown to have long-term im- 
pacts. Kagitcibasi (1996) proposed that in family or collectively oriented cultures, 
which are common in many parts of the developing world, a program that improves 
home interaction is likely to be relatively more significant than one which provides 
services directly to children. 
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The cost-effectiveness of these programs is difficult to assess, given the many 
assumptions required (Barnett 1985). However, there 1s considerable evidence for the 
cost-effectiveness of targeted programs, such as home visiting for premature 
infants, that has lead leading researchers in the US to recommend universal postnatal 
home visiting programs (Gomby et al. 1993; see also Evans and Stanbery 1998). 


Effects of Care for Child Growth: 
Experimental Studies or Efficacy Studies 


There is considerable evidence that growth is affected by some care practices 
such as exclusive breastfeeding and appropriate disposal of wastes and excreta. More 
surprisingly, there is some evidence that changes in psychosocial care can have 
effects on physical growth. In a controlled efficacy trial in Bogota, Colombia, 
malnourished children provided with “maternal education” visits twice weekly from 
six months through three years of age were significantly taller at three years (Waber 
et al. 1981), and maintained that difference three years after program completion 
(Super et al. 1990). The presumed mechanism was that the parents were more aware 
of children’s needs for food, and were more likely to give them food. It is possible 
that parents who were alerted to children’s cognitive needs were also more respon- 
sive to nutritional needs. 

Relatively few programs investigate whether and how specific care practices 
changed as a result of an intervention. These assessments could be useful for process 
evaluation. For example, in two studies, changes in parent behavior such as respon- 
siveness, teaching behavior, and encouragement were found even when child out- 
comes did not change (Olds and Kitzman 1993). 


Incorporating Care in Program Design 


How does programming change if care is involved? Three changes can be 
identified. They reflect many recommendations currently being made to increase the 
effectiveness and sustainability of programs. These are: 


(i) to assess and support or change care behaviors in addition to distal factors 
such as food or heath care; 


(ii) to evaluate care practices and resources from the household, or integrated, 
perspective; and 
r 
(iii) to plan for additive or combined effects on care practices and resources for 
care through programming that considers multiple routes to change. 
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First, in addition to distal strategies such as increasing education or providing 
better services, actual care practices or behaviors should be assessed and targeted for 
change or reinforcement where needed. The provision of care is a critical link 
between food and health resources, and the child’s physical and psychosocial devel- 
opment. For example, a health delivery system might not only provide a strategy for 
diagnosing illnesses, but also adapt that information to the caregivers’ beliefs and 
knowledge about illness and illness terms used in home treatment. A program to 
improve complementary feeding should assess, analyze, and take action to improve 
not only foods, but also feeding practices such as frequency of feeding, responsive- 
ness to children’s cues of hunger, or the feeding situation. 

Second, the care focus requires the program planner to evaluate household 
practices in support of children as an integrated whole. The same individuals are 
performing multiple tasks to support child heath and development. An intervention 
might affect several care practices or resources for care, since it could result in 
multiple demands on time, energy, and knowledge. Costs of a program should be 
evaluated in terms of care. For example, a program that provides additional income 
generation opportunities for women should evaluate consequences of changed 
behaviors for care practices, such as food preparation, home health care, or care for 
women. Benefits of a program can also be evaluated in terms of care. A family 
planning program that results in longer birth spacing may provide mothers with 
increased available time. Teaching a caregiver to be more responsive to children’s 
indications of hunger may also increase their tendency to respond to a child’s at- 
tempts to communicate, and therefore increase speed of language development. 
Increasing resources for care, such as increasing help provided by fathers, may have 
positive effects on several aspects of care. 

Third, there mav be additive or interactive effects on child outcomes of changes 
in care practices that programs can capitalize on. Improving several aspects of care at 
the same time will have greater effects on child growth, or child survival, growth and 
development than improving only one aspect of care. Interventions to improve child 
nutrition or child health as well as child development may have additional impacts on 
child development. A child who is healthy may be more responsive to improved 
environmental inputs, and therefore will develop more rapidly. A more active and 
verbal child may also stimulate more care from busy caregivers. There is an intimate 
relationship between physical and psychological growth, particularly in the first years 
of life. Programming that includes several of these care needs simultaneously may be 
more able to reach families and provide the impetus for significant change in child 
outcomes than single-focus programs. 
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Examples of Programs that Involve Care 
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To illustrate how programs change when care is taken into account, examples 
of four kinds of programs for children under three years and that involve care are 
presented: a nutrition education project, interventions for low birth weight infants, a 
parent education program including both early child development and nutrition, and a 
child care/ day care program. In each case, program effectiveness and which compo- 
nent might be labeled “care” are described. These program models and others are 
summarized in Table 2. 


Table 2: Incorporating Care into Health, Nutrition, and Integrated Programs: 
The Care Component and Research Evidence for its Effectiveness by Program Type 


Type of Program 
Primary 
Health Care 


Maternity Care 


Nutrition 


Care Component 

(Practice or Resource) 

Curative: Encourage active feeding 
and stimulation of sick children 
Preventative and Promotive: 
Screening for delays, provide 
information on care for development 
Provide social support during 
pregnancy to reduce stress; 
Providing information on 
caregiving skills prenatally 

and immediately postnatally 


Education: Include messages on 
supervision of eating, need for a 
separate bowl, increased monitoring 
of child intake, offering additional 
foods 

Education: Increase resources for 
food by increasing the value of feeding 
women and children by men 


Research Evidence! 
Several studies are unde rway 


Randomized controlled trial of prenatal 

home visits resulted in decreased 

incidence of abuse, more positive 

childrearing attitudes 

(Olds et al. 1997) (+) 

Multicentric trial of social support 

during pregnancy showed no effects 

on birthweight or complications 

(Kitzman et al. 1997) (0) 

AED project in Mali showed significant 

increases in child nutritional status, and 

feeding behaviors, as a result of the 

communication strategy (AED 1996) 

(+) 

AED project in Mali was able to increase 

fathers’ role in food purchasing (AED, 

1996) (+); 

Iringa project in Tanzania increased 

men’s labor to free women’s labor (+) 
continued next page. 
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Table 2. (cont’d.) 


Type of Program 


At-risk 
Children 


Care Component 

(Practice or Resource) 

Education: Combine teaching about 
parenting skills and interactions 
regarding food with food 
recommendations for toddlers in low- 
income families. 


Growth monitoring and promotion: 
Teach caregivers about developmental 
norms as well as improved diets for 
young children in regular assessments, 
and for counseling parents with 
problems 

Breastfeeding Promotion: 

Include information on specific 
aspects of development during the 
postnatal counseling visit and during 
support groups 

Low Birth Weight Infants 

Increase opportunities for tactile 
stimulation 

Provide opportunities for early 
skin-to-skin contact 


Research Evidence’ 

Building Blocks for Toddlers Program 
(Cornell University Extension) combined 
home visits and small groups enrolled in 
WIC programs. Significant differences in 
nutrition knowledge, food variety, and 
self-reported parenting strategies were 
found (Brink et al. 1996) (+). 

“KKA” project in Indonesia: mothers 
were given monthly developmental 
norms and techniques for working with 
their children. No effects on nutritional 
status were seen (0) but feeding 
behaviors improved (+) (Satoto 1996) 


(LBW) early skin-to-skin contact and 
rooming in — more rapid feeding 
initiation, higher cognitive development 
at 18 months (de Roiste and Bushnell 
1996); (LBW) Skin-to-skin contact — 
increased rates of breastfeeding 


(Blaymore et al. 1996) (+); 


LBW: Home visiting for parent 
instruction 


HIV Infected children: Increase 
cognitive stimulation; increase 
caregivers’ awareness of feeding 
problems 


Malnutrition: Increase maternal 
motivation to change feeding practices 
by seeing change in children over the 
two-week period. 


Infant Health and Development Program 
for LBW infants combined home-based 
activities for the first year, then center- 
based activities. — Significant increase 
in IQ (IHDP 1990) 


Behavioral consequences of HIV may 
affect care. Correlational studies reported 
language deficit (Coplan et al. 1998) 

and feeding difficulties s 
(Melvin et al. 1997) 

HEARTH Model of two-week feeding 
and group sessions resulted in significant 
changes in proportion of moderately and 
severely malnourished children in 

Viet Nam and Haiti (Wollinka et al. 
1997). (4) 


Table 2. (cont'd. ) 
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Care Component 

(Practice or Resource) 

Home visiting programs for low- 
income families: Include direct 
services for children 

Parent support provided to help with 
literacy, jobs, etc. 


Community development and/or 
income generation: Day care 
programs or feeding centers may 

be included; community mobilization 
for the improved growth and 
development of children. 

Parenting programs with health and 
nutrition component: Provide 
information on growth and 
development of children as well as 
role plays and materials on responsible 
parenting (husband/wife relationship 
and rights and obligations) 


Childcare programs for working 
mothers: Strong components of both 
nutrition and early child stimulation 
are needed. 

Models include preschool centers and 
family-based care. 


Curriculum materials for older 
siblings on growth and development 


Research Evidence’ 

Results of randomized trials in US show 
only short-term effects on cognitive 
development, few effects on parents 

(St. Pierre et al. 1995) (0). Programs in 
Turkey (Kagitcibasi 1996) and Jamaica 
(Powell et al. 1999) show long-term and 
significant effects on cognitive 
development (+) 


In the Parent Effectiveness System in 
Philippines, when parents met in groups 
on a weekly basis to learn and role-play 
in 13 topics including child growth and 
development, health and nutrition, and 
husband/wife relations, they reported 
significant changes in their and their 
children's behavior. (+? — no other 
impact data) - 

Some of the centers reviewed by 
International Center for Research on 
Women also showed positive effects on 
growth (Mehra et al. 1992) (+); 
Colombia home day care program 
‘ICBF) has shown some positive effects 
particularly on psychosocial 
development, less on nutrition 

(ICBF 1997) (+) 


(+) Indicates that it was shown to be effective in an intervention triel; (0) indicates that it was not effective; blank 


indicates that no trial was located. 


Nutrition Education Project 


The Academy for Educational Development’s (AED) Nutrition Communication 
Project (1996) used the principles of nutrition education and social marketing to 


Type of Program 
Integrated 
Programs 

Aan 

À 
^ 

School-based 
programs 

xs 


create, implement, and evaluate strategies to improve maternal and child nutrition 


without increasing income. Over an eight-year period, projects took place in Mali, 
Niger, Burkina Faso, and Honduras. In each country, the strategy involved a five-step 
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process of (i) assessment through formative evaluation and surveys, (ii) planning, 
(ii) preparation of materials, (iv) implementation of the intervention, and (v) evalua- 
tion. These projects are defined as involving care because specific feeding practices 
in the home, and resources for care, were included in assessment, intervention, and 
evaluation. Other components of the project focused on increasing the supply of 
vitamin À (e.g., make sauces with green leafy vegetables), and these did not involve 
care. 

Tbe Mali project provides a good example of how care can be part of a nutri- 
tion education project (AED 1995). The nutrition problems identified in the region 
were wasting (11 percent), stunting (25 percent), low birth weight (15 percent), and 
night blindness. Formative evaluation and surveys led to the identification of prob- 
lems, some of which were caring practices. Problems identified were: delayed 
introduction of complementary foods to nine months; 80 percent of young children's 
meals were not supervised, and 66 percent of children were given prelacteal feeds. 
Some problems identified fell under the category of care for women within the 
family. A family should be sure that women are allocated sufficient supplies of the 
family food, and that they have the autonomy and decision-making power to obtain 
it. In Mali, neither men nor women were aware of children and women's dietary 
needs, and men were responsible for many food purchases. 

Based on the assessment phase, behavioral messages and targets were defined. 
In addition to food messages, some messages involved the process of feeding, a care 
practice: “Promote more appropriate active feeding behaviors; specifically, three 
supervised meals a day, use a separate bowl for children 6-24 months; and make sure 
child finishes the bowl and give more if child is still hungry" (AED 1996). 

One involved resources for care and care for women: "Emphasize men's re- 
sponsibility for women and children's nutrition; men can keep children happy by 
buying healthy food at the market" (AED 1996). 

These messages were communicated through community mobilization. Some of 
the techniques were: 


(i) story pictures showing local women succeeding at tasks; 
(ii) interpersonal communication (mother's card, counseling cards); 


(iii) placing stickers on the mother's card to reinforce counseling messages; 
and 


(iv) showing men in the pictures on the mother's card (health record card). 


An evaluation of the program from 1991 through 1994 indicated significant 
changes from pretest to posttest in the trial villages. The number who were low 
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weight for height dropped from 38 percent to 28 percent in trial villages, whereas in 
a comparison group of villages it increased by 1 percent. Stunting was reduced from 
46 percent to 31 percent without an increase in household income. Some behavioral 
changes were also noted. Fathers were more likely to bring food home for their 
families, and mothers were more likely to eat what the men brought. 

In Burkina Faso, similar key target behaviors were defined. However, results 
were less impressive in Burkina Faso than Mali, probably because the intensity of the 
program was lower. In Mali, NGOs and local workers presented the message in the 
community and the homes, whereas in Burkina Faso, the health care workers com- 
municated the message during health care visits. 

Among the lessons learned were the following: workers dedicated to the project 
in order are needed for it to be effective; specific messages need to be given to 
specific audiences; social support for women needs to be strengthened; and different 
behavior changes require different methods. The authors concluded that of the 
problems they had identified, complementary feeding was the most difficult to 
change, and required intensive interpersonal communication. On the other hand, 
increasing intake of vitamin A required a media-based approach focused on increas- 
ing intake of specific foods. 


High-risk Infants: Low Birth Weight Children 


A second type of program that incorporates care into a medical facility is the 
treatment of low birth weight infants. A number of efficacy studies have shown in 
carefully controlled designs that the care practice of tactile stimulation or gentle 
massage will result in greater weight gain for low birth weight or very low birth 
weight babies (Field and Schanberg 1990, Scafidi et al. 1986, Field 1998). The 
authors suggest that the mechanism for the effects on growth may be that the mas- 
sage increases catecholamine and vagal activity, which leads to increased food 
absorption. More rapid initiation of breastfeeding when combined with rooming-in 
was also found for low birth weight babies who received tactile stimulation (Blay- 
more et al. 1996). One study even reported higher cognitive development in children 
(DeRoiste and Bushnell 1996) as a result of postnatal tactile stimulation. The skin-to- 
skin contact method of handling low birth weight infants called “Kangaroo care” has 
been developed over the past decade. Results suggest that this care-intensive tech- 
nique for handling low birth weight infants is as effective, and in some cases more 
effective, than incubators for both growth (Kambarami et al. 1998) and development 
(Feldman and Eidelman 1998). Infant massage is a traditional care practice in a 
number of societies and has been shown to have positive effects on growth in obser- 
vational studies (Landers 1990). 

In the US, a large effectiveness trial to assess the possibility of avoiding long- 
term deficits among low birth weight, and very low birth weight infants was 
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conducted. This program, the Infant Health and Development Program for low birth 
weight infants, combined home-based activities for the first year, then intensive 
center-based activities for the next two years, plus parent support groups. In a ran- 
domized trial, children receiving the home visits and center-based program showed a 
significant increase in IQ (IHDP 1990). The intervention was to improve the quality 
of the psychosocial care parents could provide, and enhance their human resources 
for care through home visits and support groups. The greatest impact was observed 
with families who were most involved, although this relationship was not necessarily 
causal. 

Among the lessons learned from this and other programs was that these home 
visiting programs were most effective when the families perceived the need for the 
visits, which tended to be the case when families had low birth weight infants. Visits 
to low income families with term infants had more mixed results, perhaps because 
they felt less need for the intervention. 


Integrated Programs: Providing Parenting Skills in Health and Nutrition, 
and Early Childhood Development Information Combined 


The previous two examples illustrate how specific care practices can be either 
the main focus of a project, or can complement other interventions. The third exam- 
ple combines interventions to improve several care practices into an integrated 
program for increased effectiveness. 

In the Philippines, the Parent Effectiveness Service provides low income and 
disadvantaged families with an opportunity to increase their knowledge and skills in 
13 areas, including health and nutrition, child survival, growth, and development, 
and responsible parenthood (UP Social Action 1997). Families are recommended 
to the neighborhood parent effectiveness assembly for the sessions. About ten 
families (almost always represented by women) meet weekly with a social worker or 
a parent volunteer, to discuss the material and use role-plays and activities to learn 
the concepts. 

Two evaluations were reported, one in 1989, the other conducted in 1993. Both 
were one-time surveys of parents in the program and the program leaders (posttest 
only, no control groups). These evaluations suggest that parents are generally pleased 
with the program. They report positive changes in their own behavior, and in their 
interactions with their children. In both evaluations, most parents did not attend all of 
the sessions. No objective measure of impact was taken 

A number of lessons were learned. When parents in the evaluation sample were 
asked to identify their child care activities, 81 percent mentioned feeding, and 
56 percent mentioned grooming. Very few mentioned psychosocial care for child 
development. Evidently, psychosocial care was a less salient care practice than 
feeding and cleaning. Not surprisingly, parents found the sessions on child develop- 
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ment less useful than those on health and nutrition. The most valuable sessions from 
the perspective of the parents and the social workers were on husband/wife relation- 
ships and responsibilities and duties of parents, including rules of the household and 
child management techniques. There was very little interest in the sessions on games 
and children with disabilities. As in the previous program model, perception of the 
need for the program seemed to be an important component of success. 

The group leaders, who were social workers and volunteers, had only five days 
of training on the methods and no follow-up training. Some felt that they had not 
mastered the technical information in the health and family planing sessions; they 
recommended asking representatives from the Ministry of Health or Family Planning 
to present these sessions. Lessons learned included to cut down on workload of the 
implementers or increase their training. 


Day Care Centers, Créches, Alternate Childcare Strategies 


Childcare for working mothers, particularly ror children under three years of 
age, is an increasing need in many parts of the world, particularly in the growing 
mega-cities of the South. A variety of alternate care systems are used: institutional 
day care, home day care (a non-relative caring for several children in her home for 
payment), informal arrangements with family members, and paid workers in the 
home. Each of these arrangements involves food, health, and care of several types. 

Mehra, Kurz, and Paolisso (1992) evaluated nine well-known day care center 
programs for children under three in developing countries. The authors examined the 
effects of these childcare programs on children’s nutritional status. Programs re- 
viewed included India’s Mobile Créches, Senegal's seasonal day care centers, and 
Ghana's Accra Market Women's Association. All programs were closely connected 
to the women's workplace. 

According to the institutions' reports, significant increases in nutritional status 
as a function of the interventions were found in over half of the projects. Children in 
day care homes or preschools had lower rates of mortality and morbidity than their 
nonschooled mates. The authors conclude that the amount of food served, the clean- 
liness of the locations, and the protection of the space results in these significant 
effects of the parent program on children's heath. 

The psychoeducational component of these programs was not specifically 
evaluated in the report. However, Mehra et al. (1992) concluded that this component 
of the institutional programs was not nearly as strong as the health and nutrition 
component. The ratio of caregiver to child was about 1 to 15 or 20 in both institu- 
tional and home day care. This ratio contrasts with the recommendation in the US of 
1 to 3 for children under three years of age (NICHD 1997). Kits for educational 
instruction were sometimes available but not always used due to lack of knowledge 
of how to use them, or fear that the children would harm the materials. 
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The lessons from this review were that: easy access to these centers was a key 
determinant in the use of the day care program; there is a need for quality control and 
training of caregivers in child development, nutrition, health, and hygiene; and 
nutrition can be improved with these programs. Finally, since less is known about 
providing psychosocial care to children, research on the best models or techniques 
for care is needed. 

An extensive investigation of day care quality for children under three years old 
in the US concluded that there are only three factors that consistently influence 
children’s development: low ratio of caregiver to child; small size of the group of 
children; and absence of authoritative, or rule-based, attitudes by the childcare 
providers (NICHD 1997). 

The number of children in these formal care programs was very small compared 
to those in informal alternate care, particularly those below three years of age. These 
alternate care arrangements may be less than optimal, and caregivers may be too 
young, or not trained, to be capable of providing care. To help clarify the extent of 
the problem, an assessment of where children are cared for when the primary care- 
giver is out of the home for an extended period, and who 1s providing the care, 
should be an essential part of demographic and census reports. This question has 
already been included in several of the Demographic and Health Surveys, such as 
Zimbabwe (Engle et al. 1997). 


Current Work on Care 


Interest in combined nutrition, heath, and child development or psychosocial 
care programs has increased dramatically recently. Several major efforts by the 
World Health Organization’s Child and Adolescent Health and Development 
Department; the Pan American Heath Organization (PAHO), World Bank, and 
Tropical Metabolism Research Unit (1998); and the World Bank (Young 1997) to 
compile research and define “best practices” is providing a basis for building pro- 
grams for care. 

Because the interest in the integrated approach to care has been relatively re- 
cent, programming has had to rely on accumulated wisdom rather than research 
findings. Numerous experts have been concerned about the content and delivery of 
integrated programs (e.g., Myers 1992). Within the next five years, we should have 
much more information on the effectiveness of incorporating care into health and 
nutrition programs, particularly psychosocial care. 

In Bangladesh, the BINP program uses care as a central concept. The World 
Bank and the Asian Development Bank are sponsoring integrated programs in 
Bolivia, Indonesia, Philippines, and Uganda that include nutrition, health, and 
psychosocial development. The Department of Child and Adolescent Health and 
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Development at the World Health Organization has incorporated nutrition counseling 
related to problems in the process of feeding (issues of care) into their new Integrated 
Management of Childhood Illness program. The program is also currently incorpo- 
rating a section on Care for Development as well. These materials for the health care 
worker link the developmental changes from birth to two years with nutrition and 
health recommendations. Eventually, these materials will be supported by family and 
community actions that promote survival, growth, and development. 

UNICEF has made considerable effort to incorporate care into its programming. 
In a review of the annual reports from 1996, 40 countries mentioned programs 
involving care, most involving psychosocial care to improve early child develop- 
ment. Many mentioned training materials and courses. The Nutrition Section has 
been providing training and workshops for policy makers and planners in a number 
of countries. A training manual for teaching program planners and managers how to 
use the concept of care in programming is being field-tested in a number of coun- 
tries. As a next step, UNICEF has identified its top priority as integrated program- 
ming for children from gestation through three years of age, including health, 
nutrition, and early child development. This approach has been labeled Early Child- 
hood Care for Survival, Growth and Development. 

These efforts should help us move from research studies to programmatic 
efforts. At this point, however, there is a need for more research to provide specific 
guidelines for programs, particularly those that focus on psychosocial care, and 
active complementary feeding behaviors. Do we have the appropriate materials to 
guide these efforts? How can the psychosocial component be most effectively 
integrated? Who has the resources to present this information; what should the 
delivery mechanism be? 

Current programs provide a few clues regarding delivery. Programs that relied 
on health care workers incorporating care messages into their daily work were much 
less effective than those which took the message into the homes, either through home 
visits, community actions like dramas, or parent support groups. Community-based 
programs in which parents reflected on their own child care methods and changes 
that they would like to make have resulted in significant changes in behavior in 
Bangladesh (Caroline Arnold, Save the Children, Nepal, personal communication). 
Frequency of contact seems to be a key element for program effectiveness. In one 
study in Jamaica, weekly home visits were found to be highly effective, whereas 
monthly visits were ineffective (Powell and Grantham-McGregor 1989). 

Training a single person to be a facilitator for child development, health, and 
nutrition may be difficult. In the Philippines Parent Effectiveness Service, the social 
workers felt that they could not handle all of the information, and would have 
preferred a team approach. The Indian ICDS workers are unable to provide home 
visits for the younger children, because of time constraints and also because of 
perceived knowledge limitations regarding health and nutrition (Levinson 1998). 
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These delivery issues will require carefully evaluated studies. In the World Bank 
project in the Philippines, a new “child development” community worker is being 
created to provide these skills. A similar approach was followed in the PANDAI in 
Indonesia. The Philippines PES program trained parents to be group facilitators, and 
they were as effective as the paid implementers. As experience with the integrated 
programs grows, the relative benefits of these approaches will be better understood. 

Ten different kinds of programs were recommended for implementation across 
the seven study countries. In five of the seven countries, information about comple- 
mentary feeding and exclusive breastfeeding was to be delivered by a community 
health worker, using interpersonal communication methods. The second most fre- 
quent recommendation, by half of the programs, was to develop a system of day care 
centers for working women. Three reports encouraged the local development and 
sale of complementary foods, three recommended nutrition rehabilitation centers, and 
three described procedures for encouraging other family members to become in- 
volved in children’s nutrition. 

One of the consistent problems in the country plans was failure to examine how 
care practices related to malnutrition in a particular care context. For example, if 
malnourished children are identified in homes where mothers work for earnings, the 
recommendation was to develop childcare centers. However, an analysis of who the 
alternate caregivers are, and how they are actually providing childcare is necessary in 
order to design an appropriate program. Center-based childcare for children under 
three years old is expensive to do adequately, and, if done poorly, may be more 
damaging than the somewhat adequate home care. Often building on existing sys- 
tems is more appropriate than designing a new one. Further, national level determi- 
nants, such as maternity leave policies, need to be included in the analysis. 

Other strategies were also suggested: improving access to education for girls 
(1 country), reducing women’s workloads (1), empowering women through in- 
creased decision-making power and schooling (2), and focusing on nutrition during 
adolescence (2) or pregnancy (1). One novel strategy was to convince newly married 
spouses that the woman will need special assistance when pregnant and lactating. 
Others introduced school curriculum changes, and targeted low birth weight babies 
for follow-up with a special monitoring system. 

Despite the range of proposed programs, they represent less than half of the 
17 types of program models outlined in Table 2 as strategies for incorporating care 
into existing health and nutrition programs. There is room for more innovation. Also, 
targeting a program to specific income groups, or specific kinds of children (e.g., low 
birth weight), will increase the likelihood of having an impact. 
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Conclusions Regarding Care for Survival, 
Growth, and Development 


The importance of care practices and resources, particularly the linkages 
between health, nutrition, psychosocial care, and psychosocial development, 
seems to justify the inclusion of care in programming. Some conclusions are now 
evident from the literature. These are: 


(i) Early nutrition and care interventions have long-term consequences on 
development and functioning. Programs that include care are likely to be 
effective in increasing nutrient intake and improving survival, growth, and 
development of children, particularly 1f they begin prior to three years of 
age. 


Gi) A key element in psychosocial care is the sensitivity or responsivity of the 
caregiver to the child’s emerging abilities. 


(11) In developed countries, effects on children are most likely to be seen with 
high intensity interventions directly with children. However, in developing 
countries with more collective cultures, the effectiveness of interventions 
directly with caregivers is likely to be greater. 


(iv) Several kinds of care have received relatively little attention, and offer 
promise for further strengthening. For example, care for pregnant women 
has the potential for long-term benefits for the woman and for her child. 


Recommendations for Research and Programming 


Care should be an essential element of programs designed to improve sur- 
vival, growth, and development of children. Although the importance of care and 
resources for care may be generally recognized, there is much to learn about the 
best approaches to improving care. 


(i) Resources for care must always be evaluated along with care practices, 
and roles of all family members should be considered together with 
their capabilities of fulfilling these roles. 


(ii) More attention needs to be given to the cost to the child of lack of 
responsivity, which in its extreme form is manifested in abuse and 
neglect. 
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(iit) Interventions should be targeted not only to the most needy areas, but 
also to the most needy children, such as low birth weight infants. 


(iv) Assessment instruments and outcome indicators for care need to be 
developed further. Methods for community-level analyses to select 
priorities and strategies and to define goals also need to be developed. 


(v) Care practices and resources may be particularly important for im- 
proving nutrition in countries in which food security and health care 
services are reasonably satisfactory, but malnutrition rates remain 
high. They may also be important when rapid changes in living con- 
ditions undermine traditional positive practices, leading to a need to 
develop new care practices. 


(vi) More program models that combine improvements in psychosocial 
care with improvements in health and nutrition need to be explored, 
and their relative effectiveness needs to be evaluated. Possible benefits 
to parents of combined programs should also be documented. 


(vii) Care is a relatively new concept, and much of the theoretical basis is 
derived from the combination of social sciences with epidemiology, 
medicine, and nutrition. Many countries that recognize the importance 
of care for programming do not yet have the skills to assess, analyze, 
and take action regarding care. Training and information will need to 
be provided for leaders and practitioners on the theories and tech- 
niques of care. This training should include the social sciences as well 
as nutrition. 
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Abstract. Traditional food security strategies are reviewed and generally found to 
have a weak impact on lowering child malnutrition. Unless these programs are 
properly targeted and linked to employment and micro-credit opportunities for 
women, they are unlikely to be effective or sustainable. The links between food policy 
and nutrition security require greater attention to dietary quality through agricultural 
research and technology, directed to reducing both undernutrition and overnutrition; 
social security policies that protect poor women and children; and food aid policies 
that are developmental in intent and impact. 

One element in the final solution to malnutrition is to provide increased 
consumption of a range of nonstaple foods. To reach the poor, this will require a 
relatively large investment in agricultural research and other public and on-farm 
infrastructure over several decades. In the medium run, a much smaller investment in 
improving the nutrient content of food staples through plant breeding can make a 
major contribution to reducing deficiencies in selected micronutrients. The role of 
women is central to nutrition outcomes through child care, so that policies and 
programs must consider how to enhance women's decision-making power in the 
household, how they affect time demands on women, and how to increase women's 
education and nutritional knowledge. Finally, community-based programs, which are 
central to the RETA strategy for improved nutrition, should be used to monitor the 
nutrition effects of agricultural policies and programs and to provide feedback to 
agricultural policymakers as to how to enhance the positive effects and minimize the 
negative effects of agricultural policies and programs. 
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Introduction 


household is food-secure when all of its members have, at all times, 
access to food of a quantity and quality consistent with an active and 
healthy life. Household food security on its own cannot guarantee good 
nutrition status. The standard food-care-health conceptual model 
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(FAO/WHO 1992) makes it clear that the provision of adequate care to women and 
children, together with adequate water, sanitation, and health care systems is needed 
to ensure good growth and development. 

The generation of household food security is dependent on the physical avail- 
ability of food at the market or community level, the ability of the household to 
access the available food, the ability of individuals—particularly those especially 
susceptible to food deficits such as women, infants, and children—to eat the food, 
and finally the body's ability to process the nutrients consumed. 

The physical availability of food is a function of productive agriculture, effec- 
tive trade infrastructure, and efficient food aid logistics, if necessary. Agriculture, 
trade, and aid policies are important in influencing the availability of staple and 
nonstaple foods. The promotion of staple crops that are high in micronutrient status 
can increase calorie and micronutrient availability simultaneously. Economic access 
is a function of prices (food and others) and incomes (not only the level of income, 
but who earns it). Economic growth and social security policies (i.e., social insurance 
and social safety net initiatives) are important in generating and preserving the 
entitlements to food (and other nutrition inputs such as health, sanitation, and water). 
The quantity and quality of the consumption of foods by individuals depends on the 
mother's decision-making status, her access to information, her time burdens, and her 
education (Engle 1999; Engle, Menon, and Haddad 1999). 

Policies that promote the status of women, provide formal and informal educa- 
tion, and reduce time burdens do much to ensure that women, infants, and children 
get their fair share of food and nonfood inputs into nutrition. When women control 
income, a higher proportion of that income is spent on food and other inputs that 
improve nutrition and health. These policies also promote food production, because 
they avoid the underutilization of entreprenurial talent. Finally, diet modification 
policies can do much to ensure the bioavailability of micronutritents contained in the 
consumed foods. These policies include the promotion of micronutrient enriched 
food staples and nonstaple food production, and nutrition education/behavior change, 
preferably in combination with each other. 

The status of women has an important influence on all these four areas. Women 
occupy a key role because they have food production and child production responsi- 
bilities. To undertake these responsibilities effectively, they need to maintain their 
own nutrition status. In addition, women have claims on multiple duty-bearers to 
guarantee their own right to food. The dependence of household food security on the 
nutrition status of women when set against their low status relative to men creates 
difficult tradeoffs for women. In South Asia these tradeoffs are particularly acute and 
result in much higher rates of child undernutrition than would be expected based on 
GDP per capita and national food availability (Haddad 1999). 

Malnutrition is the most serious consequence of food insecurity. Adult malnu- 
trition results in lower productivity on farms and in the labor market. In women, it 
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also results in fetal malnutrition and low birth weights. Fetal and infant undernutri- 
tion lead to lower cognitive development and schooling performance. For school-age 
children, nutritional deficiencies are responsible in part for poor school enrollment, 
absenteeism, early dropout, and poor classroom performance with consequent losses 
in productivity during adulthood (ACC/SCN 1999). 

Not only does food insecurity in itself have deleterious effects on households 
and individuals, but efforts at achieving food security may also exact a heavy toll on 
households if households must spend most of their income on obtaining food. 
Households may achieve temporary food security at the cost of substantial asset 
disposal and future indebtedness. In the extreme case, a household that uses almost 
all of its resources to achieve food security in the present time renders itself highly 
vulnerable to becoming food-insecure in the future, compared to a household that 
uses a smaller share of its resources to achieve current food security (Owens and 
Hoddinott 1998). 

The search for food security may also have important implications for a 
region's demographic situation, especially if it leads to migration (short-term or long- 
term) by the food-insecure to other areas in search of employment and income and, 
in the extreme case, of relief food. This out-migration may result in an increase in the 
number of female-headed households and in the dependency ratio in the sending area 
as well as changes in the dynamics of the labor market. The receiving areas, mostly 
urban slums, experience considerable food security strain from the influx of migrants 
(Ruel et al. 1999). 

This paper aims to describe the food security of several countries in the Asian 
region, analyze the causes, discuss the ongoing program and policy and efforts to 
combat food insecurity, and identify changes in the program and policy response that 
are likely to promote food security at all levels. The second section begins with a 
broad-brush approach and describes national food availability for the countries in the 
region. What has happened to the composition of available food over the past 
25 years? Guaranteeing food security is a much more complex affair than meeting a 
national per capita food availability target. The third section lays out the conceptual 
framework behind the promotion of food security. It highlights the links between 
agriculture, nonfarm income generation, food prices, stock of social insurance and 
safety nets, household decision making, and community nutrition activities in the 
generation of food security and nutrition. The fourth section identifies the major 
causes of food insecurity in the region and describes current efforts to promote food 
security. It also highlights changes to the program and policy portfolio that would 
further promote food security at all levels. The fifth section concludes. 
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Food Availability Patterns in the Study Countries 


As indicated above, food security may be defined as access by all people at all 
times to the food needed for a healthy life. The concept of food security includes the 
risk of not having access to needed food. These risks can be associated with variabil- 
ity in household income and food production. Thus, at the household level, food 
security is the ability of the household to secure enough food to ensure adequate 
dietary intake for all of its members. Two types of household food insecurity, chronic 
and transitory, can be distinguished, which are closely intertwined (Chung et al. 
1997). It is typically the chronically food-insecure (the absolute poor) who are hit 
hardest by transitory food insecurity problems (crises, shocks). 

The financial crisis in East Asia conforms to this general observation, although 
the impacts on Indonesia have been complex. A general point that emerges from the 
Indonesian case study—and one that has been observed in other countries in the 
region—is that the crisis had widespread, but not universal, effects. For example, 
some regions within the country were hit much harder than others. Moreover, the 
middle-income groups were hit harder than the poorest in absolute terms, but because 
the poor have to make more difficult choices, they may suffer more permanent 
effects than the middle class. But the data show that the hardest hit is a heterogene- 
ous group: poor and nonpoor, consumers and producers, rural and urban, and from 
many different areas. While a significant percent of the chronically poor were hit 
hardest by the crisis, a large number of nonpoor households were also hard-hit 
(ACC/SCN 1999). 

Given the multiple dimensions (i.e., chronic, temporary, short-term, and long- 
term) of food insecurity, there can be no single indicator for measuring it (Haddad, 
Kennedy, and Sullivan 1994; Khan and Riely 1995). Different indicators are needed 
to capture the various dimensions of food insecurity. 

Food security at country levels can, to some extent, be monitored in terms of 
demand and supply indicators, that is, in terms of quantities of available food versus 
needs, and net import needs versus import capacity (foreign exchange earnings net of 
debt service obligations and other necessary foreign exchange expenditures). In this 
section we describe these data for the study countries. 

Ideally, we would like to have a number of additional data sources: 


(i) Direct surveys of dietary intake (in comparison with appropriate adequacy 
norms) are important but they measure existing situations and not the 
downside risks that may occur. 


(a) The level of, and changes in, socioeconomic and demographic variables 
such as income, real wage rates, employment, price ratios, and migration 
rates. When properly analyzed, these can serve as proxies to indicate the 
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status of, and changes in, household food security. Indicators and their risk 
patterns need to be continually measured and interpreted to monitor food 
security status at the household level. 


(iii) Micronutrient status, which may be measured through the prevalence of 
clinical signs such as nightblindness or Bitot’s spots for vitamin A. Sub- 
clinical mesures, which are more useful and involve less subjective inter- 
pretations than clinical signs but are more expensive and require a high 
degree of respondent cooperation, may be obtained through blood 
samples, e.g., serum retinol, serum ferritin, and hemoglobin. 


(iv) Anthropometric information, which can be useful complements because 
they are measured at the individual level; yet, they are the outcome of 
changes in the above indicators, as well as the health and sanitation envi- 
ronment and other factors, and—most importantly—they indicate food 
insecurity after the fact. 


Unfortunately, data are unavailable on a systematic basis in the study countries 
that would have allowed for an analysis that links food intakes to household income, 
wages, employment, and micronutrient status. In a few cases where they have been 
collected, they are of low quality, or not nationally representative. 

Nevertheless, in the analysis of food security in the study countries it is useful 
to have some sense of relative levels of energy consumption and dietary quality 
across countries and how trends in food consumption relate to conditioning factors 
(income and food prices) and outcomes (anthropometric status). Per capita food 
availability data from the Food and Agricultural Organization (FAO) are the only 
source of information that allows a cross-country treatment. A more detailed discus- 
sion of the various factors (in addition to food) which affect nutrition outcomes is 
provided by Mason, Hunt et al. (1999) in this volume. 

FAO maintains a database that allows analysis of energy availability over time 
(1961-1995) by food group and by country. These data are based on food balance 
sheet calculations (domestic production adjusted for net international trade and 
change in domestic stocks divided by total population). Detailed tables are provided 
in the Appendix from which Figures 1 through 10 have been constructed. Only these 
figures are discussed here. 

In the discussion of the FAO data, foods are disaggregrated into three broad 
groups: (i) cereals, (11) nonstaple plant foods, and (iii) animal and fish products. 
Cereals are the primary source of energy in the diet but are not dense in micro- 
nutrients. Dietary quality is driven by consumption of nonstaple plant foods and 


Ps 
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animal and fish products.’ Specific nonstaple plant foods can be rich sources of 
micronutrients. Animal and fish products, although by far the most expensive source 
of energy in the diet, are the richest sources of bioavailable vitamins and minerals in 
the diet. In addition, consumption of animal and fish products increases the bioavail- 
ability of micronutrients contained in cereals and nonstaple plant foods. 

Figure 1 shows the percentage of total energy provided by nonstaple plant 
foods. Countries fall into two easily discernable groups. For India, Pakistan, 
Philippines, and Sri Lanka, nonstaple plant foods provide between 25-35% of total 
energy. For Bangladesh, Cambodia, People's Republic of China (PRC), and 
Viet Nam, nonstaple plant foods provide 10-20 percent of total energy. There is 
some indication of increases in this percentage over time in PRC, Pakistan, and 
Philippines. 


Figure 1: Percent Calories from Nonstaple Plant Foods 
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Figure 2 shows the percentage of total energy provided by animal and fish 
products. Again, two groups are discernable—those above and below 10 percent of 
the total energy. PRC, Pakistan, and Philippines have high percentages of animal 
product availability. The PRC, in particular, has witnessed a remarkable increase— 
from among the lowest percentages at the beginning of the 1960s to the highest by 
the mid-1990s. Otherwise, percentages have remained fairly stable. 


1 * ., s . * 
In urban areas of some Asian countries, overconsumption of animal products and obesity has become a 
serious problem. 
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Figure 2: Percent Calories from Animal and Fish Products 
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Figure 3 shows the percentage of total energy provided by cereals, which is of 
course the mirror image of nonstaple and animal and fish product percentages. Here, 
over time the PRC has moved from the group with low dietary quality to join India, 
Pakistan, Philippines, Sri Lanka, in the high dietary quality group. Otherwise, 
percentages have remained fairly stable. Lowest dietary quality is observed in 
Bangladesh, Cambodia, and Viet Nam, the countries with the lowest per capita 
incomes. 


Figure 3: Percent of Calories from Food Staples 
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With this as background, Figures 4 and 5 show the trends in absolute avail- 
ability of nonstaple plant foods and animal and fish products, respectively. Avail- 
ability of nonstaple plant foods is rising in three countries—PRC, Pakistan, and 
Philippines—and remains about constant in the remaining five countries. Animal and 
fish availability has risen in most countries, most spectacularly in the PRC. The 
exceptions to these increases are Bangladesh and Sri Lanka. 


Figure 4: Calories from Nonstaple Plant Foods 
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Except for Bangladesh and Sri Lanka, then, there have been improvements in 
some aspect of dietary quality over time in six of the eight study countries. How are 
levels of dietary quality correlated with anthropometry? Information is available 
from the World Health Organization (1999) on percentage of preschoolers below two 
standard deviations of weight-for-age in seven of the countries for various years from 
1991-1995. These are graphed in Figure 6 against energy availability in 1993-1995 
for staple, nonstaple plant, animal and fish products, total nonstaple, and all foods. 
The highest correlations are found for animal and fish products and for total energy 


availability. 


Figure 6: Percentage of Preschoolers (below 2 Standard Deviations Weight-for-Age) 
and Average Energy Intake 
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These relationships are merely suggestive because of the low number of obser- 
vations and lack of control for other variables. From much more rigorous work by 
Smith and Haddad (1999) it is clear that increases in food availability have been 
responsible for much of the reduction in child underweight rates over the past 
25 years. This contribution would be likely larger if dietary quality had been taken 
into account by Smith and Haddad. From the tables provided in the Appendix, 
although staple foods provide from two thirds to more than four fifths of total calorie 
availability across the study countries, more than half of the increase in calorie 
availability over the 30 years from 1963-1965 to 1993-1995 has come from nonstaple 
foods. 

Figure 7 shows an interesting dichotomy in food demand preferences. This 
figure graphs the ratio of energy availability from nonstaple plant foods over animal 
and fish products. A well-established pattern of food demand behavior is that spend- 
ing on nonstaple foods is much higher at the margin as income increases than for 
staple foods. Intuitively, at a given level of income, how consumers allocate their 
food budget between nonstaple plant foods and animal and fish products (after 
hunger is satiated through staple food consumption) demonstrates the strength of 
their preferences for either nonstaple plant foods or animal and fish products. 


Figure 7: Ratio of Nonstaple Plant Calories over Animal and Fish Calories 
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A priori, one might expect this ratio to decline with increases in income. This is 
because nonstaple plant foods tend to be cheaper sources of energy than animal and 
fish products. Thus, poor consumers might spend relatively large amounts on non- 
staple plant foods with the share of animal and fish products then increasing at higher 
incomes. 

Figure 7 shows that Bangladesh, India, and Sri Lanka have ratios above four 
(relatively strong demand for nonstaple plant foods), while the remaining five 
countries have ratios between 1 and 2 (relatively strong preference for animal and 
fish products). Although the graph does not control income, the dichotomy is quite 
stark—the differences in demand preferences are quite substantial. 

Interestingly, by 1985 these ratios were quite similar for Cambodia, PRC, and 
Viet Nam even though income levels are much higher in the PRC. Also, Bangladesh 
has a high and stable ratio, similar to India, even though availability of meat and fish 
is acceptable and desired in Bangladesh while it generally is not in India. The impli- 
cation is that there should be strong demand for animal and fish products as income 
increases in Cambodia, PRC, Pakistan, Philippines, and Viet Nam, but much weaker 
demand in Bangladesh, India, and Sri Lanka. 

Figures 8 through 11 present background information on trends in factors that 
influence demand for food and dietary quality. Figures 8 and 9 show indices of real 
rice, wheat, chicken, and milk prices. Note that real cereal prices have declined 
substantially since 1973-1975 in all countries except the PRC. The pattern for 
chicken and milk prices is a mix of price increases and price declines. These two 
figures suggest that, in general, nonstaple food prices have gotten to be more expen- 
sive relative to cereal prices. However, overall real food prices may have declined 
due to the high weight assigned to cereals. Lower cereal prices free up money in food 
budgets for purchase of more nonstaple foods, which has occurred in most of the 
study countries. 

Figure 10 shows trends in real per capita GDP. In general, per capita GDP has 
increased, which is also consistent with generally rising intakes of nonstaple foods. 
Note that the increase in GDP for the PRC is quite substantial and can explain how 
animal and fish intakes increased so rapidly despite apparently large increases 1n real 
food prices. 

Lower food prices and increases in income are generated in part through rapid 
domestic agricultural production. Figure 11 shows trends in per capita domestic 
agricultural production. In general, since 1973-1975 agricultural production has 
grown faster than population in the eight study countries. The only exception is 
Bangladesh. 
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Figure 8: Indices of Real Rice and Wheat Prices 
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Figure 10: Index of Real GNP Per Capita 
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Figure 11: Index of Per Capita Total Agricultural Production 
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The overall picture at the aggregate national level, then, is one of gradual 
improvement in the quality of diets in the study countries as incomes have increased, 
cereal prices have fallen, and agricultural production has kept pace with population 
growth. Trends are headed in the right direction. However, dietary quality is still 
quite poor, especially for low-income groups and malnutrition rates remain high. 


A Conceptual Framework for Analysis of Food Security 


We begin the description of the conceptual framework (see Figure 12), in line 
with the UNICEF model of food security (FAO/WHO 1992, UNICEF 1998) with 
the three basic inputs to better nutrition, which are food, care, and health. Food is 
disaggregated here into two components, the energy provided by food and vitamins 
and minerals, or dietary quality. The key role of dietary quality will be emphasized. 

Nutritional status is divided into mother’s nutrition and child nutrition to 
emphasize the importance to child nutrition of maternal nutritional status during 
pregnancy and lactation. Feedback loops are depicted at the bottom of the diagram. 
Better nutrition leads to improved immunocompetence, which means better health. 
In the short run, better nutrition results in improved work productivity for adults. In 
the long run, better nutrition during childhood means improved cognitive abilities for 
the present generation throughout their lives. The benefits of improved maternal 
nutrition are passed on to future generations through better nutrition and health of 
newborns (Barker 1998). 

In the top half of Figure 12 are the policies and programs to be discussed in the 
paper, which could lead to improved nutrition outcomes. These policies and 
programs affect six mediating factors that determine food intake, care, and health. 
These factors are: (i) food prices, (ii) incomes of the poor, (iii) time demands on 
women, (iv) nutrition education, (v) women-centered empowerment, and (vi) health 
and sanitation environment. 

Food prices, incomes of the poor, nutrition education, and the degree of control 
of women over household resource allocation decisions all affect the level and 
quality of food intake. Time demands on women, nutrition education, and women's 
empowerment affect the amount and type of care given. Finally, the health and 
sanitation environment affects health outcomes. 

There are important differences in household food security issues in the rural 
and urban contexts. In urban areas, household food security is primarily a function of 
the real wage rate (that is, relative to food prices) and the level of employment. The 
unsanitary health environment in poor urban areas and high population densities 
makes the urban food security situation sometimes qualitatively different as com- 
pared with the rural situation. Asia will be the home of several of the world's largest 
cities in the decades ahead. 
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In addition, informal safety nets are weaker in the more recently settled urban 
areas and women's work is more likely to be dislocated from their homes, making 
child care much less compatible with female unemployment. Although the preva- 
lence rates of the food-insecure are, so far, lower in urban areas than in rural areas, 
this does not mean that the numbers of the urban food-insecure will not grow. On the 
contrary, urban poverty, chronic food insecurity, and undernutrition are becoming 
increasingly important problems due to higher rates of urbanization (Haddad et al. 
1999, Ruel et al. 1999, UNICEF 1994). 

Community-based nutrition and health programs (including surveillance) and 
agricultural production programs are emphasized in this paper. Community-based 
programs serve three essential functions in this framework: (1) they lead to improve- 
ments in the health and sanitation environment; (11) they increase nutritional knowl- 
edge among women; and (ii1) they monitor any adverse consequences of agricultural 
production strategies on the health and sanitation environment (e.g., contamination 
and amount of potable water for family use). 

Agricultural production strategies recommended in this paper will emphasize 
the increased availability of minerals and vitamins in the diet through increased 
production of nonstaple food crops and breeding for micronutrient-dense staple food 
crops. Increased production of both staple and nonstaple foods will lower food prices 
(in general if production growth rates exceed population growth and the effects on 
demand of increased incomes). Depending on the specific agricultural strategy 
followed (specific foods which are emphasized and the particular investment policies 
undertaken), various agricultural growth strategies will differentially affect the 
incomes of the poor, ttme demands on women, and the health and sanitation envi- 
ronment. Thus, agricultural production is a powerful but complex tool (with some 
potential negative consequences) for affecting nutrition outcomes. 

One specific food-based strategy is breeding for micronutrient-dense staple 
food crops (Graham and Welch 1996, Welch and Graham 1999). Note that in one 
respect this strategy bypasses all six mediating factors. To the extent that consumer 
characteristics remain unchanged (e.g., increased trace mineral content goes unde- 
tected by the consumer), getting the plants to fortify themselves relies on existing 
behaviors—a profit motive for farmers and high daily consumption of food staples 
by poor consumers. 

In a second respect, however, this strategy also has direct impacts on agri- 
cultural productivity. Loading more trace minerals into seeds is good for plant 
nutrition as well. Productivity on trace mineral deficient soils is enhanced (adapting 
the plant to the soil rather than the soil to the plant). This targets poor farmers (those 
with less than optimal soils) and is good for the environment (greater root develop- 
ment and so less soil erosion, more drought tolerance, and more efficient use of 
fertilizers and water). 
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Other policies to be discussed are (i) untargeted food subsidies and trade- 
storage—food aid programs, policies that affect food prices; (2) macroeconomic 
policies, labor-intensive public works programs, and targeted food subsidy programs, 
all of which directly affect the incomes of the poor; and (3) micro credit programs 
directed at women, which increase incomes and may enhance nutritional knowledge 
and the control of women over household resource allocation decisions. These 
policies all serve to improve the access of the poor to food. 

The policies discussed below focus on the rural poor and on undernutrition. 
Nevertheless, it is recognized that the study countries are rapidly urbanizing and that 
overnutrition, for example, obesity, is becoming a significant problem in some of the 
countries. In fact, economic growth, urbanization, shifts in food tastes, and over- 
nutrition are closely intertwined. 

In Asia as a whole, during 2000-2025 the urban population is projected to 
increase from 1.39 billion to 2.51 billion, while the rural population will remain 
constant at 2.30 billion (United Nations 1998). The absolute number of poor and 
undernourished individuals living in urban areas has increased, as has the share of 
overall poverty and undernourishment coming from urban areas (Haddad, Ruel, and 
Garrett 1999). 

Urban diets show, among other trends, consumption of food higher in fat, of 
more animal products, and of more sugar, which are shifts in eating habits independ- 
ent of price and income differentials between urban and rural areas (Popkin 1999, 
Huang and Bouis 1996). In general, obesity is far higher in urban areas than in rural 
areas. For example, in the PRC in 1992, 23 percent of the urban population and only 
10 percent of the rural population had body mass indices greater than 25, the cutoff 
point indicating obesity (Popkin and Doak 1998). 

Chronic health problems accompany the nutrition transition in urban areas. The 
most immediate is diabetes mellitus. Cardiovascular conditions are also on the rise. 
Recent literature indicates a strong correlation between reduced activity patterns 
(common to urban lifestyles), dietary changes such as those described above, and 
increased risk for cancer (Popkin 1999). ~ 

While these important trends related to urbanization must be kept in mind, 
most of the poor and malnourished in the eight study countries still reside in the 
rural areas. 


Efforts to Overcome Food Insecurity in the Region 


Various private and public actors ranging from the food-insecure households 
themselves to communities, nongovernmental organizations, local governments, 
national governments, international agencies, and bilateral donors take actions for 
household food security improvement. However, governments play a key role in 
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food security policy in terms of strategy formulation, policy design and implementa- 
tion, monitoring, and evaluation of progress. 

Food security improvement must consider the linkages between food insecurity, 
disease, poor sanitation, and inadequate education. Otherwise, food security meas- 
ures on their own will have a limited impact on nutritional improvement. 


Agricultural Policies 


Recommended agricultural policies encompass both strategies for increasing 
the supply of nonstaple foods and improving the mineral and vitamin density of 
staple food crops. 


Agricultural Production Strategies 


Production-oriented programs that aim to increase food production and/or pro- 
duction of crops for sale can have favorable impacts on food security if they increase 
and/or stabilize the real incomes of the people facing food insecurity. The impact of 
these policies is mediated through changes in food prices and incomes and is influ- 
enced by trade policies. Growth in food supplies can have a dual effect on food 
security. by reducing food prices, which benefits food-purchasing households in rural 


and urban areas, and, depending on the nature of growth, by promoting employment. 


As incomes of poor households increase, their absolute expenditure on food con- 
sumption also increases, although the relative share tends to decrease. 

Technological innovation and commercialization in agriculture induce eco- 
nomic gains through stimulating agricultural growth, improving employment oppor- 
tunities, and expanding food supplies, which involve and benefit the poor and help to 
alleviate poverty (Lipton and Longhurst 1989, Binswanger and von Braun 1991). A 
policy of self-sufficiency in food production or adoption of a “food first" policy that 
emphasizes food crops to the exclusion of cash crops is not necessarily desirable nor 
crucial for alleviating hunger and undernutrition, when market infrastructure and 
policies do not impair trade. The “green revolution”— irrigation, seed, fertilizer, and 
pest control package for rice and wheat, in particular—has expanded farm and 
nonfarm output, employment, and wages, and stimulated migration. Hence, it has 
contributed to both household and regional food security, especially in high-potential 
production areas, such as the Punjab of India (Bhalla 1983); the Muda Irrigation 
Scheme in Malaysia (Bell, Hazell, and Slade 1982); and Laguna province in the 
Philippines (Herdt and Ranade 1976). Of course, technological innovation and 
commercialization are not restricted to crops, but may also encompass livestock. 

Commercialization of agriculture frequently contributes to improving house- 
hold food security when the poor benefit from the increased income and employment 
generated by such activities (von Braun and Kennedy 1994). Gains in real income 
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from technological change or commercialization translate into gains in food con- 
sumption and nutritional welfare. In some instances, however, the poor have failed to 
reap the benefits, or have even lost, from technological change or commercialization. 
These adverse effects, where they have occurred, are mostly attributable to inelastic 
demand for the promoted commodities or to adverse institutional developments such 
as eviction of tenants, coerced production, or forced procurement (Bouis and 
Haddad 1990, Binswanger and von Braun 1991). 

The food-insecure who are subsistence farmers will benefit from their own 
increased food production for home consumption, which insures them against market 
risks. When subsistence-oriented farm households are given the option of adopting 
cash crops that offer higher returns, they tend to adopt these crops quickly, yet they 
also tend to maintain substantial resources in food production for home consumption 
as an insurance mechanism (von Braun and Kennedy 1994). Thus, in environments 
with risky markets, the joint promotion of food crops and cash ctops is required in 
support of food security enhancement. 

The employment effects for the poor that result from technological change and 
agricultural commercialization are a function of the local labor market and of crop- 
specific technologies that are newly introduced. The cultivation and capital-intensive 
processing of crops such as sugarcane may not result in much incremental employ- 
ment and may even have an adverse effect on employment for smallholder house- 
holds if field labor is reduced. However, in general, the commercialization of 
agriculture often entails a substantial expansion in demand for hired labor, and to the 
extent that wage-labor households rank among the food-insecure, this employment 
generation effect is of particular benefit to them. 

In terms of women's role in agricultural production, there is now a fairly large 
set of evidence that demonstrates that the provision of equal opportunities for women 
in economic activities can lead to a net increase in economic gains for all household 
members, and, in particular, can lead to more resources directed to children. Some of 
the clearest evidence on the loss of economic productivity due to gender asymmetries 
in access to resources is found in the agriculture literature. Bamberger, Blackden, and 
Taddese (1994) state that the potential gains could add significantly to overall 
agricultural productivity in many regions and could improve the viability of count-. 
less agricultural project investments. 

There are other, somewhat more indirect, effects of growth in agricultural pro- 
duction on food security that are noteworthy. First, off-farm nonagricultural activities 
often contribute a significant proportion of total household income. Much of this 
nonagricultural employment and income is derived from increased demand for local 
goods and services, which, in turn, is partly the consequence of multiplier effects of 


For example, it was observed in an area of the Philippines in which contracts for sugarcane growing were 
given only to landowners and not to tenants, landlessness increased and the status of tenants around the sugar mill 
deteriorated (Bouis and Haddad 1990). 


Linking Food and Nutrition Security 187 


agricultural growth due to commercialization and technological change (Mellor 
1986, Hazell and Roell 1983). Second, poor households build up their asset base out 
of incremental income. Agricultural growth permits an expanded asset base, which 
makes households less vulnerable to short-term disruptions in their income streams, 
as discussed earlier. 

Sociocultural situations determine quite different effects of technological 
change and commercialization on women’s work in agriculture, which can conse- 
quently have different implications for their household food security status. Scope for 
targeting technology toward specific groups is limited. The topic of technological 
change in agriculture and women’s workload is much debated. A synthesis of case 
studies finds that women’s work in agriculture is generally reduced not only rela- 
tively but also absolutely with rising incomes, which correlate with increased farm 
size (Leslie and Paolisso 1989). Increases in household income associated with 
increased commercialization can lead to a substitution of hired labor for family 
female labor (Bouis and Haddad 1990). When increased workload results in in- 
creased returns to women's labor, this may translate into improved household and 
child welfare, despite the increased work of women, when incremental income is 
spent, for instance, on child health and nutrition (Haddad 1992). 

To fully tap the potentials of production-oriented programs for food security, 
rapid development of rural financial markets needs to parallel agricultural growth 
promotion. This will enable households to increase their ability to save and build up 
productive asset bases, and will help them to avoid investments and savings in the 
form of nonproductive assets. Rural financial markets are particularly needed in 
environments where commercialization of agriculture leads to payments in the form 
of large lumpy sums of cash a few times a year, to facilitate smoothing of consump- 
tion. Moreover, banking facilities should expressly be open to individuals and not 
just to (male) heads of households that are enrolled in a particular production 
scheme, so that the benefits of commercialization can be spread more widely across 
the community and not restricted solely to direct participants in a production scheme. 

While landowning households benefit most from the direct income effects of 
agricultura] growth, landless and small food-deficit farmers benefit most from the 
indirect effects on off-farm employment generation (Hossain 1988). These indirect 
employment effects of helping the poorest households are further facilitated by 
infrastructural development (Ahmed and Hossain 1990). 


Breeding for Micronutrient-dense Staple Food Crops 


Because trace minerals are important not only for human nutrition but for plant 
nutrition as well, plant breeding holds great promise for making a significant, low- 
cost, and sustainable contribution to reducing micronutrient, particularly mineral 
deficiencies in humans, and may have important spinoff effects for increasing farm 
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productivity in developing countries in a way that is environmentally beneficial 
(Ruel and Bouis 1998). 

The strategy of breeding for mineral and vitamin enhancement of staple foods 
has several complementary advantages. No behavioral change on the part of consum- 
ers is required. Indeed the strategy seeks to take advantage of the consistent daily 
consumption of large amounts of food staples by all family members. Nevertheless, 
any intervention to improve micronutrient status targets women and children because 
of their elevated needs for minerals and vitamins. 

Mineral-packed seeds sell themselves to farmers because, as recent research has 
shown, these trace minerals are essential in helping plants resist disease. More 
seedlings survive and initial growth is more rapid. Ultimately, yields are higher, 
particularly in trace mineral "deficient" soils in arid regions. Because roots extend 
more deeply into the soil and so can tap more subsoil moisture and nutrients, the 
mineral-efficient varieties are more drought-resistant and so require less irrigation. 
And because of their more efficient uptake of existing trace minerals, these varieties 
require fewer chemical inputs. Thus, the new seeds can be expected to be environ- 
mentally beneficial as well. After the onetime investment is made to develop seeds 
that fortify themselves, there are low recurrent costs—costs for supplementation, 
fortification, and nutrition education that remain constant year after year. 

Results so far obtained under the CGIAR Micronutrient Project (Graham et al. 
1999) indicate that breeding objectives are not difficult to meet and are likely to be 
low-cost as indicated by the following research findings: 


(i) adequate genetic variation in concentrations of b-carotene, other functional 
carotenoids, iron, zinc, and other minerals exists in the major germplasm 
banks to justify selection; 


Gi) micronutrient-density traits are stable across environments; 

(iii) in all crops studied, it is possible to combine the high micronutrient-density 
trait with high yield, unlike protein content and yield that are negatively 
correlated; 


(iv) genetic control is simple enough to make breeding economic; 


(v) it will be possible to improve the content of several limiting micronutrients 
together, thus pushing populations towards nutritional balance; and 


(vi) bioavailability of the extra nutrient in elite breeding lines is high for rats 
and where the density is high enough for the test, also to human colon cell 
lines. Tests on human populations are now a high priority. 


Ne’ 
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Moreover, from a broader food-human nutrition systems perspective, the com- 
bination of benefits for human nutrition and agricultural productivity resulting from 
breeding staple food crops that are more efficient in soil trace mineral uptake and 
seed deposit of trace minerals has resulted in extremely high ex ante estimates of 
benefit-cost ratios for investments in agricultural research. This finding derives from 
the confluence of several complementary factors: 


(i) Rates of micronutrient malnutrition are high in developing countries, as are 
the consequent costs to human welfare and economic productivity. 


(ii) High trace mineral density in seeds produces more viable and vigorous 
seedlings in the next generation, while efficiency in trace mineral uptake 
improves disease resistance and agronomic characteristics that improve 
plant nutrition and productivity in trace mineral-"deficient" soils. 


(iil) A significant percentage of the soils in which staple foods are grown are 
"deficient" in these trace minerals, which has kept crop yields low. In gen- 
eral, these soils in fact contain high amounts of trace minerals. However, 
because of chemical binding to other compounds, these trace minerals are 
"unavailable" to staple crop varieties presently used. 


(iv) Adoption and spread of nutritionally improved varieties by farmers can 
rely on profit incentives, either because of agronomic advantages on trace 
mineral-deficient soils or incorporation of nutritional improvements in the 
most profitable varieties being released. 


(v) Because staple foods are eaten in large quantities every day by the mal- 
nourished poor, delivery of enriched staple foods (fortified by the plants 
themselves during growth) can rely on existing consumer behavior. 


(vi) Benefits to relatively small investments in agricultural research may 
be disseminated widely, potentially accruing to hundreds of millions of 
people and millions of acres of crop lands. 


(vii) Breeding advances are derived from initial fixed costs with low recurring 
costs, and thus tend to be highly sustainable as long as an effective 
domestic agricultural research infrastructure is maintained. 


The findings in the rice component of the project are particularly encouraging. 
Iron density in rice varied from 7-24 mg kg” and zinc density from 16-58 mg kg”. A 
benchmark was established in that nearly all the widely grown "green reyolution" 
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varieties were similar, about 12 and 22mg kg” for iron and zinc respectively. The 
best lines discovered in the survey of the germplasm collection were therefore twice 
as high in iron and 1.5 times as high in zinc as the most widely grown varieties 
today. High iron and to a lesser extent, high zinc concentration, were subsequently 
shown to be linked to the trait of aromaticity. Most aromatic rices such as jasmine 
and basmati types are high in both iron and zinc, and as before, generally in most 
minerals (Senadhira and Graham1999; Graham et al. 1997, 1999). The close linkage 
to aroma suggests iron density in rice expresses as a single gene trait since aroma 1s 
itself controlled at a single locus. In addition to genetic variation in nutrient density 
in rice grains, there are genotypic differences in the relative loss of iron and zinc in 
the milling process. ' 

As in other crops, these micronutrient density traits have been combined with 
high yield. A high-yielding, disease-resistant, aromatic variety with twice the iron 
density of standard IRRI releases (after milling), designated IR68-144, has been 
identified. Bioavailability tests of IR68-144 using rats are encouraging. A human 
feeding trial is being planned and further agronomic tests are being pursued. 

In treating iron deficiency in developing countries, Yip (1994) argues that if 
prevalence rates are above 25 percent, the best approach is to develop programs to 
improve the iron status of the entire population. In such situations, which for pre- 
schoolers and women in developing countries are the rule rather than the exception, 
this is cheaper than screening for iron-deficient individuals. By increasing the iron 
content of food staples through plant breeding, the entire iron status distribution 
curve can be shifted to the right, so that targeting a subsequently smaller group of 
iron-deficient persons could become feasible. 

Unfortunately, much less is known about the prevalence of zinc deficiency in 
developing countries, or about the distribution curve for biochemical indicators of 
zinc status. Even less is known about the cost of interventions for the prevention and 
control of zinc deficiency simply because wide-scale testing of possible interventions 
awaits conclusion of the debate over whether zinc deficiency should be regarded as a 
major public health problem. Certainly, plant breeding is an option that should be 
exploited as quickly as possible to reduce zinc deficiency. 

A plant breeding strategy, if successful, will not eliminate the need for supple- 
mentation, fortification, dietary diversification, and disease reduction programs in the 
future to combat micronutrient malnutrition. Nevertheless, this strategy does hold 
great promise for significantly reducing recurrent expenditures required for these 
higher-cost, short-run programs by significantly reducing the numbers of people 
requiring treatment. Cost is not a key issue in the decision to pursue a plant breeding 
strategy to improve human nutrition. A relatively modest level of resources is 
required and the potential payoff is quite high (Bouis 1999). 
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Social Security Policies 


The term “social security” encompasses a wide variety of social insurance and 
social assistance policies, programs, and strategies in both the public and private 
sectors. Table 1 outlines the dimensions of social security and characterizes these 
policies, programs, and strategies in terms of their main objective (insurance or 
assistance) and the nature of the institutions providing them (public or private). 
Social insurance initiatives typically include pensions, health and education services, 
various insurance markets, and unemployment benefits. In the more developed 
countries these are available in both the private and public sectors. In less developed 
countries these insurance schemes tend to be restricted to those employed in the 
formal sector—whether private or public—typically excluding households and 
individuals at the bottom end of the income distribution. Individuals unable to access 
formal sector insurance rely on a range of coping strategies to pool and manage risk. 

Social assistance programs in the public sector range from the relatively untar- 
geted and long-term (general food price subsidies) to the highly targeted and short- 
term (feeding in emergency relief situations). Private strategies include interfamily 
and intrafamily transfers and the formation of new community organizations. 

This section will focus on the policies that are most relevant for household food 
security: food subsidies, labor-intensive public works, and microfinance schemes. 


Table 1: Dimensions of Social Security 


Private Sector Public Sector 
Insurance Pensions Pensions 
Health care Health care 
Insurance Insurance 
Unemployment Unemployment 
Diversification 
Migration 
Interfamily transfers 
Intrafamily transfers 
Assistance Interfamily transfers Child allowance 
Intrafamily transfers General subsidies 
Voluntary contributions (producer/consumer) 


Public works 
Microfinance schemes 
Cash transfers 

Social funds 

Relief programs 


192 Asian Development Review 


Food Subsidies 


Food income transfers are a widely used means of alleviating food insecurity. 
There are several favorable characteristics of food subsidy programs. In countries 
and regions that are frequently subject to serious food shortages, (subsidized) public 
distribution helps to move emergency supplies into them such as to improve the food 
security of the poorest groups. Availability of such food distribution programs is 
credited with maintaining food security and nutrition levels for the poorest popu- 
lation segments during droughts in India (Dréze 1988). Food subsidies increase the 
real incomes of households with access to the subsidies. In a number of programs 
surveyed, food subsidies accounted for 15-25 percent of the total real incomes of 
low-income households that received subsidies (Pinstrup-Andersen and Alderman 
1988). 

However, food price subsidies have come under attack for their potential ad- 
verse effects on markets and for their high fiscal costs. In implementing structural 
adjustment, there is additional pressure to eliminate these programs except for those 
that can be justified on strong humanitarian and/or developmental grounds. Food 
subsidies have existed for more than four decades in some Asian countries. Four 
broad types of programs are used: general subsidies open to everyone, quantity 
rationing, food stamps, and programs that address the nutritional deficiencies of 
specific groups, in particular pregnant and nursing mothers and preschool children. 

Table 2 shows the types of food transfer programs implemented in South and 
Southeast Asia during the 1970s-1990s. 


Table 2: Food Transfer Programs in Asia (1970s-1990s) 


Country General Price Quantity Food Feeding Food With Work 
Subsidy Rationing Stamps Programs Requirement 

Bangladesh v | v 

India v v v 

Pakistan v v v 

Sri Lanka v v 

Philippines v v 

Indonesia v 


Source: Subbarao et al. (1997, 47). 


As seen in Table 2, quantity rationing is the most frequent form of intervention, 
but is often quite inefficient. Generally, price subsidies and quantity rationing result 
in the highest leakage to the nonpoor. For example, the Public Distribution System 
(PDS) is the major food subsidy program in India. The PDS provides cereals, sugar, 
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and kerosene to poor households at subsidized rates. The PDS covers 85% of the 
population. Problems with the program are that the following. One, it is not well- 
targeted within regions; a considerable proportion of the population benefitting from 
it belongs to the nonpoor category. Two, it is not well-targeted across regions; some 
of the poorer states do not get their due share. Three, there is considerable leakage 
from the system, and four, it has become a high-cost operation due to inefficiency 
and high storage and transportation costs (India country report). 

Food stamps are the least distortionary of these programs in that they allow the 
consumer the widest choice of commodities without affecting relative food prices. 
Food stamp programs are expected to retain the higher food consumption effects of 
food-based income, as well as to reduce the administrative burden and costs imposed 
by food handling and transport. Experience with food stamp programs is mixed; they 
have not been as easy to administer as supposed. In Sm Lanka, the income verifica- 
tion procedure for food stamps has excluded wage-earning workers on tea planta- 
tions, although they appear to be a nutritionally needy group (Kennedy and 
Alderman 1987). These problems are not unique to food stamps, but are also en- 
countered with in-kind transfers. However, little empirical information is available 
on food stamp programs in the developing world, even from Sri Lanka, which in 
1979 replaced its decades-old food subsidy scheme with food stamps. 

When the food stamp subsidy scheme began in 1979 in Sri Lanka, its benefits 
constituted 83 percent of the benefits from the price subsidies, but by 1981/1982, this 
share had been reduced to 43 percent by the diminishing real value of the stamps due 
to inflation (Edirisinghe 1987). The food stamp scheme was not successful in helping 
the bottom 20 percent of households whose per capita calorie consumption declined 
by about 8 percent between 1978/1979 and 1981/1982. The drawback to fixed, 
nominal-value food stamps is that they do not protect the consumer from short-term 
price fluctuations, even when periodically adjusted for inflation (Pinstrup-Andersen 
1988). 

Food stamps were also difficult to target. In the 1980-1982 consumption 
survey, nearly 30 percent of the poorest quintile did not participate in the program, 
while 45 percent of the fourth and 20 percent of the fifth quintiles were participating 
in the program. Food stamps are no panacea: only 20-25 percent of food needs of a 
family of four was provided in Sri Lanka. But the shift from general food subsidies to 
selective food stamps reduced the fiscal commitment by two thirds and buffered the 
government against macroeconomic imbalances. 

A recent global review of food stamp programs (Castafieda 1999) concluded 
that food stamp programs are superior to cash transfers because they increase food 
consumption, generate significant savings compared to other price subsidy programs, 
and are an "efficient means to transfer support income to poor and vulnerable 
groups," and are efficient mechanisms in social safety net programs to minimize 
leakage. The most impactful programs on nutrition outcomes combine food stamps 
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with nutrition education, designed for women and children and other vulnerable 
groups, often with conditionality that eligible families ensure schocl attendance by 
poor children to lower repetition rates and improve school performance. 

Because they require less administrative effort, maternal and child feeding pro- 
grams are relatively well-targeted (Subbarao et al. 1997, 49). In general, targeted 
nutrition programs aimed at mothers and children, and which include nutrition 
education and growth monitoring, have been highly cost-effective. Clinic-based 
programs that combine health inputs with nutrition supplements have lower adminis- 
trative costs than school-based programs (Subbarao et al. 1997, 50). 

For example, in Sri Lanka the Thriposha Supplementary Feeding Programme 
was introduced in 1973. Thriposha is a precooked food fortified with vitamins and 
minerals. The supplement 1s expected to help pregnant mothers to attain an essential 
body weight and to maintain full breastfeeding, and to prevent malnutrition in infants 
and preschool children. Preschoolers less than five years of age and pregnant and 
lactating mothers are eligible for the program. Criteria for selection of beneficiaries 
include underweight, anemia, inadequate birth spacing and multiple pregnancy, low 
income, unsanitary location, and dependence on food stamps. 

Past evaluations have been positive on the whole and indicated that those 
participating in the program have benefitted significantly. The program serves 
approximately 600,000 persons at any given time, or 32 percent of those in the 
relevant age groups (Sri Lanka country report). 

India also has some innovative and better-targeted programs such as the Inte- 
grated Child Development Services (ICDS) and the Tamil Nadu Integrated Nutrition 
Program (TINP).The ICDS reaches about 1.7 million preschool children and 0.6 
million women 15-45 years of age, two thirds of whom are pregnant and lactating. 
Supplementary food, immunization, health checkups, and health and nutrition 
education are provided. The TINP provides short-term supplementary feeding to at- 
risk children (India country report). 


Labor-intensive Public Works 


Labor-intensive public works programs can address, simultaneously, three 
central problems facing many low-income countries: food insecurity, growing 
unemployment, and poor infrastructure. Public works activities are, in general, public 
programs that provide employment and generate public goods, such as physical and 
social infrastructure. Labor-intensive public works go a long way toward direct and 
sustainable poverty alleviation and strengthening of self-help capacities. Food aid 
can be, directly or indirectly (monetized), a component of the wage payments. 

The household food security effects of labor-intensive public works programs 
are a function of program design. For instance, a short-term project may result in 
expenditure patterns by the poor that treat project income as “windfall profits.” Such 
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an explanation may be attributed to the small food consumption benefits observed 
during the short work season of the Bangladesh food-for-work program (Kumar and 
Chowdhury 1985, Osmani and Chowdhury 1983). In contrast, long-term benefits 
from improved rural infrastructure produce more secure income flows and substantial 
consumption improvements for the lowest-income households.’ 

Good public investment through public works programs and, thus, the creation 
of productive and sustainable assets need to be emphasized in policy. It is important 
to note, however, that income effects derived from public works programs for the 
poor also have favorable private savings and investments effects that improve 
household food security, as observed from experiences in Bangladesh (Kumar 1988). 
Strengthening financial institutions for the poor in tandem with public works pro- 
grams is suggested in order to foster these positive effects. Public works programs 
can be a viable instrument for famine prevention as demonstrated by the Employment 
Guarantee Scheme (EGS) from Maharashtra, India. The employment guarantee 
feature of the EGS‘ also triggers “relief works" automatically at local levels? A 
program such as the EGS that includes an employment guarantee as well as favorable 
employment stabilization and insurance effects stands out as a model. 

The target group of labor-intensive public works programs, the food-insecure 
poor, are successfully reached through a variety of mechanisms and design features 
that include wage rate policy, regional targeting, and specific selection of households 
(displaced) and household members (women). Properly designed public works 
programs have a unique feature in favor of poverty alleviation with low administra- 
tive costs and effects: self-targeting. At properly defined wage rates, the working 
poor identify themselves by turning up at public works schemes. However, the self- 
targeting feature of public works programs only operates effectively with an appro- 
priate (low) wage rate policy and a flexible absorption of applicants without rationing 
workplaces (Ravallion, Datt, and Chaudhuri 1993). Note that public works programs 
are not able to directly address the needs of food-insecure individuals who, for 
whatever reason, are unable to participate in the schemes. Women participate fre- 
quently to a high extent in public works programs. 


3For example, rural Bangladesh villages with better infrastructure development (gauged by a number of crite- 

ria) bad 12 percent of their households that were food-insecure (that :s, consuming less than 80 percent of caloric 
requirements) compared to 20 percent in villages with poor infrastructure (Kumar 1988). This difference is explained 
by higher incomes (18 percent more employment was available for the landless) and lower prices of marketed items in 
villages with better developed infrastructure. 

The scheme provides an unlimited guarantee of employment to all adults in rural Maharashtra who are willing 
and able to work at the given wage. 

Between 1972 to 1987, Maharashtra, as a whole, suffered from a serious crisis in only one year, 1979-1980, 
although different districts suffered from local crises at different times. The EGS responded automatically to crisis 
situations in affected districts, even when the overall situation in the state was above average (Ezekiel and Stuyt 1989). 
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The issue of payment in cash or (partly) in kind is related to the wider problem 
of wage rate determination and to the question of risk of food market failure. Regu- 
larity of payments may be another critical requirement for workers. When increased 
demand for food is induced through a large public works scheme, food must be 
forthcoming locally or inflation may result, which also hits nonparticipating house- 
holds. Food aid can play a role in mitigating such effects 1f 1t enables food supply to 
be expanded according to the demand induced by public works programs. 

The institutional link between food security-related institutions and public 
Works-related institutions has to be strengthened. Food security issues (for example, 
their regional and seasonal dimensions) do not fully enter policy formulation in many 
countries. 


Microfinance Policies to Relax Credit and Savings Constraints 


Food-insecure households tend to have poor access to formal financial institu- 
tions. This lack of access is only partially compensated for by informal institutions, 
because these institutions, relying importantly on personal networks, tend not to be 
sufficiently diversified by region (but also by sector). Hence they leave individuals 
vulnerable to shocks that affect entire regions. Formal services do not reach the food- 
insecure, because the food-insecure (i) are seen as poor credit risks in terms of 
conventional collateral (such as assets) and (ii) tend to be in remote locations and 
transact small amounts of cash, thereby increasing the unit cost of transacting. Many 
NGOs have overcome these obstacles via group-based microfinance schemes that 
introduce group liability, reputation, and peer pressure as a substitute for physical 
collateral, while establishing many branches and mobile banks to overcome transac- 
tion costs problems. The performance of these institutions is encouraging. While no 
panacea for poverty, they have high repayment rates, reach the poor, and allow the 
poor to smooth consumption and minimize disruption of income generation due to 
production shocks (Zeller and Sharma 1998). 

In particular, they seem to be well-suited to women, given that the access 
problems they face tend to be worse than men and given a higher propensity for 
repayment. À number of NGOs in Bangladesh such as Grameen Bank, BRAC, and 
PROSHIKA have attempted to improve women's status and the status of children in 
their households by directing credit to women. How well have these programs 
worked? Pitt and Khandker's (1998) study on the differential impacts of NGO 
microcredit directed to men and women is particularly illuminating because it is 
well-designed and the data are carefully analyzed. Specifically, they test for the 


in the Bangladesh Food-for-Work Programme, 37 percent of workers surveyed wanted only food payments 
and 8 percent wanted only cash payments, with the remainder wanting a combination of food and cash (Osmani and 
Chowdhury 1983). In a cash-for-work scheme in Ethiopia, a majority of the participants preferred to be paid in food as 
they observed an escalation of food prices just prior to the food payments. 
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differential impact of male and female borrowing from three NGOs on eight out- 
comes—boy’s and girl’s schooling, women’s and men’s labor supply, total house- 
hold expenditure, contraception use, fertility, and value of women’s nonland assets. 
They find that “the set of female credit variables is statistically significant in 
7 of 8 cases at the 0.05 percent level. By contrast, the set of male credit variables is 
significant in 3 out of 8 cases” (p. 41). One of the implications of their results is that 
household consumption increases by 18 taka for every 100 taka lent to a woman and 
11 taka for a man (Morduch 1997). Kabeer (1998) reviews the conclusions of the 
econometric studies of credit to women in Bangladesh and compares the results with 
her own participatory evaluation. She is more interested in the perspective of the 
women themselves as to whether they feel empowered by the receipt of credit. 
Despite increased workloads, the loanees clearly felt more self-fulfilled and valued 
by the other household members and the community. 


Community-based Nutrition and Health Programs 
for Monitoring the Effects of Agricultural Programs and Policies 


Community-based programming for child nutrition lies at the heart of the 
country nutrition investment plans in Asia. As parents provide most of the resources 
needed to ensure the survival and development of their children, it is most important 
that they have a good monitoring system to track the development of their children, 
in order to identify the need for immediate actions when problems emerge. At the 
next level, it is important that the community has a monitoring system that will 
enable it to identify households with problems of malnutrition. These households will 
need some additional support in order to ensure the well-being of their children. At 
the community level, local leaders can then decide to what extent targeted support to 
specific families or more general actions that support large groups of families is 
required. 

Through the use of a community growth chart and regular feedback sessions 
with community leaders and community mobilizers, community-level monitoring 
may be effectively carried out. At the district and higher levels, the monitoring 
system should help to identify communities that are not able to successfully control 
child malnutrition and to guide the authorities in setting priorities for resource 
allocations. Monitoring systems should not only identify problem households or 
communities, but also provide a means for reassessment, i.e., to measure the effect of 
various control actions that have been implemented. 

In this context, community-based monitoring systems may be used to detect 
unwanted and unintended effects of agricultural programs and policies that may be 
detrimental to nutrtion and health. For example, establishment of tubewells for 
irrigation may lower the level of the water table. This, in turn, may release harmful 
compounds into drinking water, such as arsenic in Bangladesh, or the incursion of 
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salt water in some coastal areas of Indonesia. Agricultural planners may be quite 
content with interventions that meet agricultural objectives. They need to be made 
aware, however, of their programs on the nutrition and health of the community. 


Policies to Lower Food Prices: Storage, Trade, and Food Aid Policies 


Rapid growth in agricultural production, already discussed above, will serve to 
lower food prices. However, other strategies are available as well. There is a strong 
feeling among some policymakers—not only in low-income countries—that storage 
under public control is essential for food security. Stabilization needs to be attuned to 
a country's specific production risks (for example, whether it 1s prone to droughts or 
floods) and trade risks (for example, whether it is landlocked) (FAO 1983, Sarris 
1985). The response of local-level and farm-level storage to public policies is an 
important consideration, especially in circumstances where postharvest losses are 
significant and where local market disruptions occur frequently. Upgrading of 
storage facilities to cut storage losses remains of high relevance in many countries. 

There are benefits (including in terms of food security) and costs of price stabi- 
lization. Price stabilization is an expensive proposition and increasingly so the more 
stability is attempted. Frequently, low-income countries cannot afford it financially 
or administratively. Administrative and opportunity costs of the resources devoted to 
stabilization need to be accounted for. Benefits include a more stable investment 
climate and a reduced short-term stress on households to adjust. 

Countries that operate under severe foreign exchange constraints find it difficult 
to increase commercial food imports in order to cope with food shortages. Having to 
allocate scarce foreign exchange to food imports (over and above their normal 
allocation) destabilizes their imports of investment goods, with consequent adverse 
effects on the economy. 

Recent reviews of food aid's impact on improving nutrition have not been en- 
couraging (Clay, Pillai, and Benson 1998). Globally, food aid has dropped in recent 
years to just 3-4 percent of overseas development assistance though higher in South 
Asia. Lack of donor coordination, weak attempts to conduct impact evaluations of 
programs, and a loss of confidence in all forms of food aid except emergency relief 
were the conclusions of the Overseas Development Institute study. While the detailed 
arrangements for reformulating the structure and character of food aid are beyond the 
scope of this paper, the inevitable conclusion is that both generic food subsidies in 
Asian countries and untargeted food aid poorly aligned to measurable nutrition 
outcomes carry with them a high opportunity cost when resources can be more 
effectively used by community-based and gender-based linkages of food and nutri- 
tion security. 
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Conclusion 


Ultimately, good nutrition depends, among other things, on adequate intakes of 
a range of nutrients and other compounds in combinations and levels that are not yet 
completely understood. Thus, one element in the final solution to malnutrition is to 
provide increased consumption of a range of nonstaple foods. To reach the poor, this 
will require informed government policies and a relatively large investment in 
agricultural research and other public and on-farm infrastructure over several dec- 
ades. In the medium run, a much smaller investment in improving the nutrient 
content of food staples through plant breeding can make a major contribution to 
reducing deficiencies in selected micronutrients. The role of women is central to 
nutrition outcomes through child care, so that policies and programs must consider 
how to enhance women's decision-making power in the household, how thev affect 
time demands on women, and how to increase women's education and nutritional 
knowledge. Finally, community-based programs are central to the Project strategy for 
improved nutrition. Community-based programs should be used to monitor the 
nutrition effects of agricultural policies and programs and to provide feedback to 
agricultural policymakers as to how to enhance the positive effects and minimize the 
negative effects of agricultural policies and programs. 

Production-oriented programs that aim to increase food production and/or pro- 
duction of crops for sale can have favorable impacts on food security if they increase 
and/or stabilize the real incomes of the people facing food insecurity. The impact of 
these policies is mediated through changes in food prices and incomes and is influ- 
enced by trade policies. Growth in food supplies can have a dual effect on food 
security by reducing food prices, which benefits food-purchasing households in rural 
and urban areas, and, depending on the nature of growth, by promoting employment. 
As incomes of poor households increase, their absolute expenditure on food con- 
sumption also increases. 

Technological innovation and commercialization in agriculture induce eco- 
nomic gains through stimulating agricultural growth, improving employment oppor- 
tunities, and expanding food supplies, which involve and benefit the poor and help to 
alleviate poverty. The food-insecure who are subsistence farmers will benefit from 
their own increased food production for home consumption, which insures them 
against market risks. When subsistence-oriented farm households are given the 
option of adopting cash crops that offer higher returns, they tend to adopt these crops 
quickly, yet they also tend to maintain substantial resources in food production for 
home consumption as an insurance mechanism. 

In terms of women's role in agricultural production, there is now a fairly large 
set of evidence that demonstrates that the provision of equal opportunities for women 
in economic activities can lead to a net increase in economic gains for all household 
members, and, in particular, can lead to more resources directed to children. Micro- 
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finance programs, in particular, seem to be well-suited to women, given that the 
access problems they face tend to be worse than men and given a higher propensity 
for repayment. 

In treating iron deficiency in developing countries, Yip (1994) argues that if 
prevalence rates are above 25%, the best approach is to develop programs to improve 
the iron status of the entire population. In such situations, which for preschoolers and 
women in developing countries are the rule rather than the exception, this is cheaper 
than screening for iron-deficient individuals. By increasing the iron content of food 
staples through plant breeding, the entire iron status distribution curve can be shifted 
to the right, so that targeting a subsequently smaller group of iron-dzficient persons 
could become feasible. 

The strategy of breeding for mineral and vitamin enhancement of staple foods 
has several complementary advantages. No behavioral change on the part of consum- 
ers 1s required. Indeed the strategy seeks to take advantage of the consistent daily 
consumption of large amounts of food staples by all family members. Nevertheless, 
any intervention to improve micronutrient status targets women and children because 
of their elevated needs for minerals and vitamins. 

Mineral-packed seeds sell themselves to farmers because, as recent research has 
shown, these trace minerals are essential in helping plants resist disease. More 
seedlings survive and initial growth is more rapid. Ultimately, yields are higher, 
particularly in trace mineral "deficient" soils in arid regions. Because roots extend 
more deeply into the soil and so can tap more subsoil moisture and nutrients, the 
mineral-efficient varieties are more drought resistant and so require less irrigation. 
And because of their more efficient uptake of existing trace minerals, these varieties 
require fewer chemical inputs. Thus, the new seeds can be expected to be environ- 
mentally beneficial as well. After the one-time investment is made to develop seeds 
that fortify themselves, there are low recurrent costs; costs for supplementation, 
fortification, and nutrition education remain constant year after year. 

A high-yielding, disease-resistant, aromatic variety with twice the iron density 
of standard IRRI releases (after milling), designated IR68-144, has been identified. 
An intensified effort to further test this variety and adapt it to various growing 
environments, has the potential for reducing the incidence of iron deficiency anemia 
in low-income countries in Asia in the next five years. 

Community-based programming for child nutrition lies at the heart of the 
country nutrition investment plans in Asia. In that parents provide most of the 
resources needed to ensure the survival and development of their children, it is most 
important that they have a good monitoring system to track the development of their 
children, in order to identify the need for immediate actions when problems emerge. 
At the next level, it is important that the community has a monitoring system that 
will enable it to identify households with problems of malnutrition. 
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At district and higher levels, the monitoring system should help to identify 
communities that are not able to successfully control child malnutrition and guide the 
authorities in setting priorities for resource allocations. 

In this context, community-based monitoring systems may be used to detect 
unwanted and unintended effects of agricultural programs and policies that may be 
detrimental to nutrition and health. For example, establishment of tubewells for 
irrigation may lower the level of the water table. This, in turn, may release harmful 
compounds into drinking water, such as arsenic in Bangladesh, or the incursion of 
salt water in some coastal areas of Indonesia. Agricultural planners may be quite 
content with interventions that meet agricultural objectives. They need to be made 
aware, however, of any detrimental effects of their programs on the nutrition and 
health of the community. 

Food income transfers are a widely used means of alleviating food insecurity. 
However, food prices have come under attack for their high fiscal costs and for their 
potential adverse effects on efficient functioning of markets. Generally, price subsi- 
dies and quantity rationing result in the highest leakage to the nonpoor. In general, 
therefore, such price subsidies and quantity rationing should be abandoned. Food 
stamps are the least distortionary of these programs in that they allow the consumer 
the widest choice of commodities without affecting relative prices. In general, 
targeted nutrition programs aimed at mothers and children and which include nutri- 
tion education and growth monitoring have been highly cost-effective. 
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Appendix: Detailed Tables of Trends in Food Availability in the Eight Study Countries 


Country 


Bangladesh 


Sri Lanka 


India 


Year 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 
1975-77 
1978-80 
1981-83 
1984-86 
1987-89 
1990-92 
1993-95 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 
1975-77 
1978-80 
1981-83 
1984-86 
1987-89 
1990-92 
1993-95 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 


Calorie Source 


Nonstaple 
Plant Foods 


Appendix Table 1: Per Capita Calorie Availability by Calorie Source 


Total 
Calories 


2093 
2119 
2054 
2119 
1908 
1876 
1928 
1910 
1982 
2049 
2078 
2040 


2076 
2198 
2307 
2248 
2189 
2195 
2308 
2289 
2302 
2255 
2219 
2291 


2081 
2026 
1919 
2038 
2008 
1970 
2086 
2120 
2214 
2279 
2351 
2390 


Appendix Table 1. (cont'd). 


Country 


Pakistan 


Philippines 


Cambodia 
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Calorie Source 


Nonsiaple 
Plant Foods 


Animal Total 
Foods Calories 
264 1782 
265 1944 
259 1941 
257 2176 
257 2182 
259 2119 
261 2212 
251 2162 
273 2191 
298 2262 
317 2394 
345 2490 
192 1682 
207 1764 
237 1786 
254 1766 
243 1851 
227 2022 
240 2190 
248 2181 
229 2160 
259 2264 
291 2346 
344 2378 
46 1986 
67 2046 
76 2010 
85 2050 
86 2043 
61 1511 
40 1582 
67 1797 
93 1751 
111 1856 
123 1890 
129 1900 
continued next page. 
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Appendix Table 1. (cont'd). 


Country 


Viet Nam 


PRC 


Year 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 
1975-77 
1978-80 
1981-83 
1984-86 
1987-89 
1990-92 
1993-95 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 
1975-77 
1978-80 
1981-83 
1984-86 
1987-89 
1990-92 
1993-95 


Staple 
Foods 


1668 
1774 
1719 
1757 
1777 
1754 
1717 
1847 
1881 
1772 
1816 
1897 


1270 
1489 
1611 
1640 
1681 
1713 
1856 
1963 
2010 
1931 
1913 
1792 


Calorie Source 


Nonstaple 
Plant Foods 


184 
198 
224 
243 
241 
203 
209 
220 
246 
251 
264 
298 


272 
273 
250 
229 
229 
229 
267 
320 
368 
408 
421 
469 


Source: http://faostat.fao.org/cgi-bin/nph-db.pl?subset=nutrition 


Total 
Calories 


1993 


J 
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Appendix Table 2: Per Capita Calorie Availability by Calorie Source 


Year 


1963-65 


1993-95 


Change 1993-95 
minus 1963-65 


Country 


Bangladesh 
Sri Lanka 
India 
Pakistan 
Philippines 
Cambodia 
Viet Nam 
PRC 


Bangladesh 
Sri Lanka 
India 
Pakistan 
Philippines 
Cambodia 
Viet Nam 
PRC 


Bangladesh 
Sri Lanka 
India 
Pakistan 
Philippines 
Cambodia 
Viet Nam 
PRC 


Calorie Source 
Staple Nonstaple Animal Total 
Foods Plant Foods Foods Calories 
1765 280 76 119 
1315 770 112 198 
1349 571 107 2026 
1183 494 265 1944 
1108 448 207 1764 
1673 306 67 2046 
1774 198 149 2122 
1489 273 103 1864. 
1711 264 65 2040 
1392 781 118 2291 
1535 686 168 2390 
1444 700 345 2490 
1330 703 344 2378 
1571 200 129 1900 
1897 298 218 2414 
1792 469 448 2708 
-54 -16 -11 -80 
76 12 5 93 
186 115 61 364 
261 206 80 546 
223 255 136 614 
-102 -107 62 -146 
122 100 69 292 
303 197 345 844 


Source: http://faostat.fao.org/cgi-bin/nph-db.pl?subset=nutrition 
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Country 


Bangladesh 


Sri Lanka 


India 





Year 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 
1975-77 
1978-80 
1981-83 
1984-86 
1987-89 
1990-92 
1993-95 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 
1975-77 
1978-80 
1981-83 
1984-86 
1987-89 
1990-92 
1993-95 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 
1975-77 
1978-80 
1981-83 
1984-86 
1987-89 
1990-92 
1993-05 


Staple 
Foods 


Source of Total Calories (96) 


Nonstaple 
Plant Foods 


Animal 
Foods 


Appendix Table 3: Percentage Distribution of Calorie Availability 


Ratio of 
Nonstaple Plant 
Foods over 
Animal Foods 


3.66 
3.70 
4.23 
4.26 
3.74 
4.30 
3.84 
4.32 
4.32 
4.60 
4.08 
4.08 


7.61 
6.85 
7.10 
7.95 
132 
6.88 
7.62 
7.20 
7.20 
6.39 
6.36 
6.64 


5.35 
5.34 
5.06 
5.34 
5.01 
5.01 
4.97 
4.28 
4.12 
4.08 
4.04 
4.09 


m 


AX 
Co 
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Appendix Table 3. (cont'd.) 


Source of Total Calories (96) Ratio of 
Nonstaple Plant 
Country Year Staple Nonstaple Animal Foods over 
Foods Plant Foods Foods Animal Foods 
Pakistan 1961-62 61 24 AS 1.61 
1963-65 61 25 14 1.86 
1966-68 .60 .26 .13 1.95 
1969-71 .65 23 .12 1.98 
1972-74 .65 .23 .12 1.95 
1975-77 62 26 12 2.11 
1978-80 .62 .26 .12 2.24 
1981-83 .60 28 .12 2.36 
1984-86 .58 .29 .12 2.35 
1987-89 .57 .30 .13 2.28 
1990-92 .59 .28 .13 2.09 
1993-95 58 .28 14 2.03 
Philippines 1961-62 .64 25 il 2.17 
1963-65 63 25 12 2.16 
1966-68 .60 27 13 2.02 
1969-71 .59 27 .14 1.85 
1972-74 .60 .26 .13 2.01 
1975-77 .61 .28 Al 2.48 
1978-80 .59 .30 Al 2.73 
1981-83 .60 .29 Al 2.51 
1984-86 61 .28 .11 2.69 
1987-89 .59 .29 11 2.54 
1990-92 .59 .29 42 2.33 
1993-95 56 30 14 2.05 
Cambodia 1961-62 .84 14 02 6.01 
1963-65 82 15 .03 4.57 
1966-68 .80 .16 .04 4.23 
1969-7] 82 13 04 3.24 
1972-74 85 11 04 2.55 
1975-77 82 14 .04 3.44 
1978-80 .87 .10 .03 3.93 
1981-83 .87 .09 .04 2.45 
1984-86 85 .09 .05 1.76 
1987-89 .86 .09 .06 1.43 
1990-92 .85 .09 .07 1.35 
1993-95 .83 ll .07 1.54 
continued next page. 
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Appendix Table 3. (cont'd.) 


Country 


Viet Nam 


PRC 


Source: http://faostat.fao.org/cgi-bin/nph-db.pl?subset=nutrition 


Year 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 
1975-77 
1978-80 
1981-83 
1984-86 
1987-89 
1990-92 
1993-95 


1961-62 
1963-65 
1966-68 
1969-71 
1972-74 
1975-T] 
1978-80 
1981-83 
1984-86 
1987-89 
1990-02 
1993-95 


Staple 
Foods 


.84 
.84 
82 
82 
82 
85 
.84 
84 
82 
81 
.80 
,49 


19 
.80 
.81 
.83 
.82 
.83 
.81 
.BO 
77 
74 
72 
.66 


Nonstaple 
Plant Foods 


Source of Total Calories (%) 


Animal 
Foods 


Ratio of 
Nonstaple Plant 
Foods over 
Animal Foods 


1.30 
1.33 
1.45 
1.67 
1.77 
1.76 
1.76 
1.55 
1.52 
1.43 
1.43 
1.37 


4.72 
2.66 
2.06 
1.99 
1-45 
1.75 
1.71 
1.75 
1.60 
1.49 
1.27 
1.05 


Appendix Table 4: Per Capita Calorie Availability with Selected Staple Foods 


Country 


Bangladesh 
Sri Lanka 
India 
Pakistan 
Philippines 
Cambodia 
Viet Nam 
PRC 


Source: http:;//faostat.fao.org/cgi-bin/nph-db.pl?subset-nutrition 


(1993-1995) 


Maize 


Cereals 


Tubers 


Other Roots 
and Total 
Staple Calories 


1711 
1392 
1535 
1444 
1330 
1571 
1897 
1792 
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Appendix Table 5: Per Capita Calorie Availability with Selected Nonstaple Plant Foods 


(1993-1995) 


Other 
Non- 
staple 
Plant Plant 
Country Pulses Oils Sugar Vegetables Fruits Spices Foods 
Bangladesh 43 110 74 8 15 il 2 
Sri Lanka 53 402 198 23 71 21 7 
India 126 206 240 40 46 16 12 
Pakistan 48 300 266 18 52 10 7 
Philippines 11 155 283 48 107 3 96 
Cambodia 13 77 35 26 34 9 5 
Viet Nam 23 70 86 31 70 7 11 
PRC 14 189 59 89 36 2 81 


Source: http://faostat.fao.org/cgi-bin/nph-db.pl?subset-nutrition 


Total 
Non- 
staple 
Plant 
Calories 


264 
781 
686 
700 
703 
200 
298 
469 


Appendix Table 6: Per Capita Calorie Availability with Selected Animal and Fish Foods 


(1993-1995) 


Fresh 

Water Marine Animal Animal Milk and Total Animal 
Country Fish Fish Flesh Fats Dairy Eggs Calories 
Bangladesh 13 3 15 6 25 3 65 
Sri Lanka 2 3l 20 5 50 9 118 
India 4 3 21 32 103 5 168 
Pakistan 2 2 65 84 186 7 345 
Philippines 9 69 190 32 24 20 344 
Cambodia I3 4 87 12 8 5 129 
Viet Nam 7 18 154 23 6 10 218 
PRC 12 15 328 34 14 45 448 


Source: http://faostat.fao.org/cgi-bin/nph-db.p]?subset=nutrition 
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Abstract. Nutrition information systems (NIS) provide the infornanon needed Jur 
planning and implementing nutrition investment programs. This paper develops a 
framework to analyze NIS in the study countries. Existing NIS elements in the study 
countries are reviewed, making recommendations for improvements. Key findings 
include the need for national household probability surveys that are synchronized 
among countries and repetitive over time, including information related to both 
general and micronutrient malnutrition; simplified, routine program information 
systems that include information use from the household level up, and that take 
advantage of emerging information technologies; operations research and training 
for effective growth monitoring and promotion programs; and evaluation research, 
especially within the first five years, to guide the development of cost-effective 
country programs. Advocacy and substantial investments in capacity building will be 
required to ensure that staff from the community level up are able to function 
effectively in in an n information culture. 











The Role of Information in Improving Nutrition 


utrition information systems are an essential component of national 
investment programs aimed at reducing the incidence and prevalence of 
malnutrition in Asia. Yet the status of nutrition information in Asia 
remains problematic at the regional, national, subnational, and community 
levels. In this Project, information will be needed to support the overall strategy and 
programs, as presented in the country reports and summarized by Mason, Hunt et al. 
(2001). It is therefore crucial to clearly identify the information required to support 
effective design and management of country programs, and to build the capability 
needed for generating and using this information. The basic approach of the country 
programs is to implement large-scale community-based nutrition programs, while at 
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the same time expanding micronutrient deficiency control programs (Mason et al. 
2001). The policy environment will be addressed when possible, and policy con- 
straints identified, so that program designs take these constraints into account. 

Information is the critical link in the assessment-analysis-action (Triple A) 
cycle that the United Nations Children's Fund (UNICEF) advocates as the basis for 
programs (Jonsson et al. 1998). Information should support decisions at all organiza- 
tional levels of country programs, from the household/individual to the national level. 
The UNICEF Information Strategy has laid out a typology of systems and analyses 
for generating action, stressing that progress requires reliable information, actual 
decisions, and their implementation on this basis (Jonsson et al. 1998). The analysis 
presented below uses the UNICEF Information Strategy to develop a framework for 
studying NIS across regions. In the present context of the seven study countries and 
their strategies, we consider the information, data, and decision needs for program 
design, program management, policy making, and crisis management. 


Program Design 


Program design, as assessed in the country reports and by Mason, Hunt et al. 
(2001), involves consideration of coverage, intensity (i.e., level of application of 
resources), targeting, and program content (Mason, Hunt et al. 2001, Tables 2.1, 4.1, 
4.3). The first three require straightforward results from a few measurements, 
although they usually require a large sample. Deciding on program content requires 
more advanced analysis, including small-scale but in-depth studies. The latter infor- 
mation explores relationships, especially between underlying causes and malnutrition 
as presented in the UNICEF framework (UNICEF 1990), and takes context into 
account. The sources of data currently used in relation to key policy and program 
decision needs for country programs are summarized in Table 1. In general, the 
approach suggested here is to strengthen these data sources where possible, while 
building capacity for more applicable analysis and consumption of information. Most 
of the study countries have intermittent national surveys, although these have limita- 
tions for which recommendations are made below. Similarly, most existing country 
programs have some form of on-going data collection, and many are collecting 
growth monitoring data. Enhancing the quality and use of this information is crucial. 
The absence of adequate data for evaluation research, including formative research 
related to nutrition and community-based programs, is a major constraint to the 
design of country programs. This is true in the areas of low birth weight reduction, 
anemia, and care of young children. Addressing this information gap should be a 
high priority. 
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Table 1: Potential Data Sources for Different Decision Making Purposes 


National Data Derived Program-derived 


Sample from Growth Monitoring Evaluation Sentinel 
Surveys Monitoring data Research sites 
Program Design vv x v vv * 
Program Management * vv vv x * 
Policy Making vv * x vv v 
Crisis Management * * v x v 
Notes: "In the social lab sense. 
— Limited utility 
5 = Useful 
öö = Very useful 


The types of indicators appropriate to program design are illustrated in Table 2. 
These indicators are grouped into three categories: outcomes, process, and context. 
Outcomes refer to population level changes in behavior and health/nutrition status, 
usually the immediate causes and consequences within the UNICEF conceptual 
framework. While most of the outcome indicators are commonly included in data 
collection systems, one indicator, low birth weight, deserves particular attention. 
Poor maternal nutrition, as reflected by low birth weight, represents a major 
constraint to child nutrition and development in this region. In many areas of Asia, 
the prevalence of low birth weight is in excess of 30 percent, and highly correlated 
with the prevalence of underweight among under-fives (ACC/SCN 1992). Therefore, 
strategies to address intrauterine development are a prominent feature of the country 
programs, and low birth weight should be included as a key outcome indicator within 
the NIS framework. 

Processes refer to the host of program-related activities such as targeting, inten- 
sity of services, coverage, quality of services, etc. These indicators track the efficacy 
and efficiency of transforming inputs to outputs. Finally, context indicators reflect 
basic and underlying causes which may not be directly targeted by country programs, 
but which represent either important constraints or mediating influences on the 
results of country programs. Thus, program design decisions require analysis of 
outcome variables in relation to causal factors, whose change can be the aim of 
intervention. This must be seen in the light of contextual factors—for example, many 
interventions that interact with context, such as education or women's status, only 
have an impact on certain groups (e.g., the educated) or under certain conditions, 
such as when women are empowered (Jonsson 1995). In order to be effective, 
interventions must be targeted to take this into account, the context itself must be | 
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changed by other policy measures, or strategies must be designed in light of the 
contextual constraint. Often the latter two approaches are used together. In the short 
run, interventions are designed around the problem, while policy measures are under 
development. 


Table 2: Illustration of Indicators for Different Purposes, with Potential Sources 


National Data Derived 
Sample from Growth Program-derived Evaluation Sentinel 
Surveys Monitoring Monitoring Data Research Sites 
Program Outcome (Outcome) Process Outcome 
Design Process Process 
Context Context 
Program Outcome Process 
Management 
Policy Outcome Outcome 
Making Process Process 
Context ' Context 
Crisis Outcome Outcome 
Management 
Notes: 


Outcome: anthropometry (low birth weight; underweight, stunting, wasting, usually in preschool children), hemoglo- 
bin, night blindness, serum retinol, goiter, urinary iodine (TSH), sometimes mortality rates behavioral/care: 
breastfeeding practices, complementary feeding, immunization, use of health services. 

Process: numbers/ratios of mobilizers to facilitators, distribution of supplies (e.g., VAC), number of visits, training, 
budgetary data, targeting, access to services, environmental factors like water and sanitation. 

Context: education/literacy, women’s status, participation, decentralization, urban/rural, ecology. 


Program Management 


Program management requires regular data on program implementation, and 
this is usually derived from routine program data collection. Measuring outcomes 
over time using growth monitoring data is a high priority, but should only be 
promoted if it is useful in supporting community-based actions. It should be feasible 
to build on growth monitoring by capturing selected growth monitoring results. 
Program management information does not itself show the net effect attributable to 
program activities. Impact evaluation, including cost-effectiveness analysis, entails 
more complex and less common evaluation research, typically involving probability 
surveys and comparison groups. For this reason, evaluation research is treated 
separately here. 
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Policy Making 


Policy making requires information that addresses causality, and that demon- 
strates the consequences of various policy options to policymakers. Information 
needed for policy making is broader in terms of time and space than that required for 
program design. Large-scale surveys that are national in coverage and can be disag- 
gregated are frequently used. Survey programs that permit analysis of trends through 
time are especially useful. This information is often complemented with smaller- 
scale, in-depth studies, focusing on the causal analysis of particular issues, for 
example, potential impact of changes in agricultural policy on the nutritional status of 
children. Another information element that is central to policy analysis is evaluation 
research, although policymakers may often ignore this requirement. 

Policies may address important contextual factors directly. Priorities identified 
from reviewing the country studies were women’s status, social exclusion, commu- 
nity organizations, political commitment, and literacy/education (Mason, Hunt et al. 
2001, ch. 3). These must be assessed, analyzed, and acted upon. Common policy 
concerns in the study countries relevant to nutrition were food subsidies and poverty 
alleviation programs. The needs here are also referred to in Tables 1 and 2. 


Crisis Management 


Crisis management in this analvsis refers to economic crises (e.g., similar to 
Indonesia), natural disasters, such as droughts or floods, which are common in many 
of the study countries. Near real-time information is critical for preparedness and 
adequate response. Timely warning of threats to child nutrition and development that 
emerge during a crisis, together with adequate preparedness and supply management, 
will enable Asian countries to protect the gains achieved by countrv investment stra- 
tegies. In addition, this type of information is often useful for identifying vulnerable 
groups for targeting purposes. Additional information that can rapidly be drawn upon 
to monitor these emerging problems may also be needed, such as sentinel site 
surveillance—gathering selected data in specified at-risk locations. For example, in 
Bangladesh, food prices and nutritional status (underweight) are collected on a 
sample of vulnerable areas that are more likely to show nutritional deterioration 
before others. It should be noted that this differs from “sentinel community surveil- 
Jance", as used in some Asian countries (e.g., Nepal, Pakistan), where selected 
villages implement in-depth and longitudinal data collection with close local partici- 
pation to foster village decisions. This latter technique is not specific to crisis 
management. 
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Another concern is that these emerging protlems may not be governed by 
national boundaries, but may take on a regional character. Therefore, regional food 
security mapping and early warning systems may need to be strengthened. The Food 
and Agriculture Organization (FAO) Food Insecurity and Vulnerability Information 
and Mapping Systems (FIVIMS) program is a global program that includes a 
national information-strengthening component. The possibility of collaboration with 
FIVIMS to develop a regional crisis monitoring program should be explored. 

In the next section, the data sources and related indicators are described in more 
detail, with suggestions as to how these may be developed. Different sources vary in 
their usefulness for the four categories of information needs. In addition, data sources 
have different characteristics, such as timeliness, suitability for targeting, and data 
quality, which suit them to particular needs for planning (see Annex 1). 

One feature of the Project’s investment plans is the integration of micronutrient 
considerations with those concerning general malnutrition. This approach is rela- 
tively new, and for this reason, data needed for planning and monitoring large-scale 
micronutrient interventions are sparse. For example, there are virtually no national 
surveys estimating hemoglobin levels at more than one point in time, let alone 
comparable repeated surveys. Potential data sources are well established (Table 3, 
Annex 2), illustrating another area where applying known methods should yield 
important dividends. 


Table 3: Some Nutrition Information Components in the Study Countries 


Country DHS MICS. LSMS Other MIS GM Sentinel 
Bangladesh 1996 Annually Salt surveys. BNIP HKI 
(district community- 
level ) Goiter surveys based, 
partial 
coverage 
Cambodia MICS merged Community- 
with socio- based models 
economic status only on small- 
(key provinces) scale basis 
PRC 1995 Numerous Seven 
(urban/ rural) special Province 
studies repetitive 
combining survey 
ses and program 
nutritional (collects 
data anthro- 
pometry 
and dietary 


consump- 
tion) 
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Table 3. (cont’d.) 
Country DHS 


India 1992-93 
(state 
level) 


MICS 


State level 
annually 


LSMS Other 


Numerous 
surveys, 
but not 
including 
ses and 
nutritional 
data 


Numerous 


1997-98 


Pakistan 1990-91 1995 1991-95 


MIS 
ICDS 
program 
MIS 
(extensive 
data 
system) 


GM 
Village- 
based 
service 
delivery 
model 


Sentinel 


Facility-based, 


small 
scale and 
household 
budget 
surveys 


Nutrition 


(province) (province) (province) 


Sri Lanka 1987,1993 


Growth 


small scale 
community- 
based 


(HANDS, Aga 


Khan, etc) 


Facility-based, 


and health 
surveys 
(1993, 
1995) 


(province) 


Serum 
retinol 


Viet Nam 1996 1994 Blindness/ 


and birth 
weight 
surveil- 
lance 


PEM 


UNICEF and 
small scale 
community- 
based (PNIP) 


Food and 


Facility-based, 


PEM 1994 
(province) 


(province) (region) 


Anemia 1995 
(province) 


Food 
consumption, 


reduction 
program 
tracks 
underweight 
status of 
beneficiaries 


small scale 
community- 
based 


nutrition 
surveillance 
program 
tracks 
nutrition 
and diet in 
selected 
areas 


1988 


Notes: 

DHS = Demographic and Health Surveys 
MICS = Multiple Indicator Cluster Surveys 
LSMS = Living Standards Measurement Surveys 
MIS = Management Information System 

GM = Growth Monitoring 


Status and Opportunities for Development of Nutrition Information Systems 


The Asian region is relatively rich in nutrition relevant data that can be used to 
build nutrition information systems in support of country programs; a notable excep- 
tion being the area of evaluation research. Among the areas providing opportunity for 
improvement, the following were identified: data quality; appropriateness and 
adequacy of indicators; depth and relevance of analysis; and presentation, dissemina- 
tion, and use of information. In each of the sections below, these issues are illustrated 
and suggestions are made for improving them within country information strategies. 
Table 4 summarizes priority indicators that should be considered in country 


programs. 
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Table 4: List of Suggested Indicators at the National Level 





Outcome 

Anthropometry 

— % stunting” 

— % wasting" 

— % underweight" 

— % low maternal BMI 
(< 18.5) 

— % LBW (« 2500 g) 


Micronutrient Status 

— % anemia" 

— % low serum retinol* 

— 96 low urinary iodine" 

— % hh consuming adequately 
iodized salt (as determined 
by test kits) 


Caring practices 

— % exclusive breastfeeding 
(0-6 mos) 

— % initiating breastfeeding 
within first hour 

— % timely complementary 
feeding (6-9 mos) 

— % 6+ mos. receiving 
more than 3 meals/day 

— % adequate illness 
management skills" 

— % women consuming 
100 iron tabs during 
last pregnancy 


Process 


% women receiving 
antenatal care 

% pregnant women 
receiving prenatal care 
(> 1 visit) 

% vit A coverage 

(0.5 - 6 years) 

% vit A coverage 
(breastfeeding mothers) 
% T T2 coverage, women 


% measles immunization 
coverage 

% safe water coverage’ 

% latrine coverage’ 

% target women attending 
program 

% regularly attending 
program® 
mobilizer/facilitator ratio 
by region 


mobilizer/population ratic 
by region 

% workers who successfully 
growth monitor" 

% communities experiencing 
micronutrient stock-outs! 

% communities experiencing 
vaccines/drugs stock-outs 

% births assisted by trained 
attendants 


% salt labeled as iodized which 


is found to be iodized at levels 
between 20 and 40 ppm 
(through market testing) 


Context 


% females literate 

% female headed househol 
% adult females completed 
primary school 

% women working outside 
home 

% families owning land 


% families functionally 
landless (< 0.5 ha) 
ecological zone 
urban/rural status 

food prices by region 
% women in elected 
government 


% communities with 
development budget 

% communities with active 
development committees 
% communities with 
females on development 
committees 


3 Stunting, wasting, and underweight refer to moderate and severe forms of malnutrition in children under 5 (below 
-2 SD of the NCHS/WHO reference). 

? Iron Deficiency Anemia (IDA): hemoglobin levels below 12 g/dl for nonpregnant women and children 6-14 years, 
11 g/dl for pregnant women and children 0.5-5 years. 

* Vitamin A Deficiency (VAD): serum retinol levels below 0.70 uml. 

d Todine Deficiency Disorder (IDD): urinary iodine levels below 50 ug/l. 

° Illness management defined as: ORT use during diarrheal episode; continued feeding during illness; treatment 
seeking during ARI. 
These are either process or context measures, depending on whether they are being addressed by the program. 

5 Attending > 80% of recommended visits. 

" Workers are able to identify and communicate information related to child growth. 

! Refers to stock-outs of individual micronutrients (vitamin A, iron, iodine). 
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Information Derived from National Household Probability Surveys 


Throughout the region, a variety of household survey programs collect nation- 
ally representative data on nutrition outcomes and contextual factors. The multi- 
donor supported Demographic and Health Surveys (DHS), UNICEF-supported 
Multiple Indicator Cluster Surveys (MICS), and the World Bank-supported Living 
Standards Measurement Surveys (LSMS) are illustrative (see Annex 3). The DHS 
and LSMS tend to collect detailed information on population and health, and socio- 
economic status and household food access, respectively. The MICS surveys were 
originally designed primarily to measure outcomes reflecting the goals of the World 
Summit on Children. Most countries also have some form of income and expenditure 
survey program, which is implemented in an ad hoc or routine manner. These 
surveys are useful for analyzing household food security and its determinants, and for 
assessing resource control by women. 

Referring to Table 3, one or more DHS surveys have been conducted in four 
countries, and MICS have been conducted in all but Sri Lanka. Pakistan and 
Viet Nam have each undertaken LSMS during the past five years. In India, 
Sri Lanka, and Bangladesh, some repetitions of DHS or MICS have been established. 
The UNICEF office in India is planning to conduct state-level MICS annually 
through its current programming cycle. 

Most countries have also undertaken nationally representative special surveys, 
or have instituted nutrition survey programs (Sri Lanka). These surveys have typi- 
cally focused on general undernutrition, although in Sri Lanka, a survey of vitamin A 
deficiency (serum retinol) was recently conducted, and in Viet Nam, large-scale 
surveys on blindness and anemia that can be disaggregated to the provincial level 
have been done. Localized goiter studies are common, and data on household salt 
iodization is becoming increasingly available at the national level (DHS and MICS). 
Bangladesh has undertaken three nationally representative goiter surveys. However, 
methodological differences mean that these survey estimates cannot be compared 
over time. Most countries also have some form of a budget and expenditure survey 
program. Only in the case of Cambodia was this survey (one round) linked to health 
and nutrition data (MICS). 

Several constraints limit the usefulness of existing results for planning and 
evaluating country programs. First, no countries are yet able to regularly and reliably 
monitor trends in nutritional status and other nutritional outcomes (Mason, Hunt et 
al. 2001, Table 1.1). Where attempts have been made to collect two or three surveys 
over time, survey quality and noncomparability of survey design limit comparisons, 
as illustrated in the case of Sri Lanka, whereby three survey rounds showed a pattern 
of anthropometric change that was difficult to interpret. Also, systems of surveys like 
MICS and DHS have not yet been institutionalized. 
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Demographic and Health Surveys tend to be of high quality and comparability, 
although the nutritional elements of DHS are not always as rigorously assessed as 
demographic and health data. In MICS surveys, the data quality is variable, in part 
due to the decentralized nature of MICS design and implementation. In several cases, 
substantial errors in age reporting and noncredible distributions of behavioral vari- 
ables have been noted. These problems could be sclved with improved capability, 
perhaps initiated with increased technical assistance and training. 

Micronutrient outcomes are currently only measured as a part of special 
purpose surveys in a few countries. The addition of the basic biochemical indicators 
of micronutrient status could be included as part of the DHS or MICS in the study 
countries. The use of blood spots to estimate certain micronutrient deficiency indi- 
cators may be applicable to whole samples; in other cases, additional modules (blood 
or urine samples) may be used for a subset of the sample. Other information gaps 
include the lack of large-scale surveys that include any measures of household food 
security/consumption, especially those linked to nutritional outcomes. This severely 
limits the extent to which household food security and consumption patterns can be 
analyzed in relation to child nutrition. As a result, the relative importance of house- 
hold food access, caring practices, and access to environmental/health services is 
not known. 

Similarly, in-depth policy and program relevant analyses of large-scale surveys 
are rarely available, and hardly used in either policy making or the country reports 
(Mason, Hunt et al. 2001, ch. 3). One illustrative exception is the People’s Republic 
of China (PRC), where multiple variable analysis and stratified regressions of a large 
health and nutrition survey were used to identify local risk factors for nutrition 
(CAPM/ERUSPC 1998). One of the more useful elements of an in-depth analysis is 
the assessment of interactions to identify those who might or might not benefit from 
nutritional interventions, which is a key aspect of developing targeting strategies 
(Mason, Hunt et al. 2001, Table 3.6). Assessment of interactions helps to identify the 
minimum package of interventions needed in order to effect significant nutritional 
change. For example, multivariable modeling of the PRC data suggest that, without 
sanitation improvements, the result of direct investments in nutrition may be modest. 

In summary, national sample surveys are a critical element of the Project’s nu- 
trition information strategy. While all country programs may not require a budget line 
in support of these, it is critical that the Project’s partners advocate for collection of 
nationally representative data that include maternal and child anthropometry, bio- 
chemical indicators (vitamin A, iodine, and anemia), and intermediate outcome and 
key contextual factors, preferably within five-year intervals. As much as possible, 
these efforts should be synchronized across countries to permit comparability. 
Capacity building is one of the key ways to proceed. 
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Data Derived from Growth Monitoring and Promotion 
and Community-based Monitoring Programs 


Growth monitoring and promotion (GMP) programs can provide data for 
monitoring at the household, community, and subnational levels. Table 5 describes 
the role of GMP in the Triple A process relating to the individual child’s growth, 
identifying discrete steps in the assessment—analysis—action cycle, and illustrating 
common problems encountered in achieving each step. The literature evaluating the 
effectiveness of GMP as a strategy to enhance nutrition shows mixed results 
(Pearson 1994, Ruel 1995, Pelletier 1995, Griffiths et al. 1996). However, there is 
general agreement that, while growth monitoring as part of facility-based health 
services may often be ineffective, community-based GMP can work when mobilizers 
are adequately resourced, trained, and supported. Again this depends on context—in 
areas of high illiteracy for example, growth monitoring may not be effective. Opera- 
tional research is needed to identify appropriate strategies for monitoring at the local 
level, and continued development of appropriate technologies is needed. 


Table 5: Assessment of Growth Monitoring and Promotion as a Triple A Process 
Stage Assessment of GMP 
la. Decide what to assess All GMP programs assess child growth. 


lb. Assessment Child growth ts measured by weighing the child more than 
once. Intervals between two weighings often too long; accuracy 


of scales questionable; difficult to weigh a young child. 


lc. Communicate information Often the health workers did not explain the growth chart; 
to analyst did not believe that the mother could be the analyst. 
2a. Obtain information Health worker normally the analyst. 
by analyst 
2b. Analysis Many health workers have limited knowledge about the causes 
of malnutrition, therefore weak or no analysis. 
2c. Communicate information Very little explanation, most often standard messages to the 
to user mother about diet, breastfeeding and control of diseases. 
3a. Obtain and understand Few mothers understand growth retardation and how to 
information, by user interpret the growth chart. 
3b. Decide on action Mothers’ actions are results of traditional practices more than 
a result of the advice of the health worker. 
3c. Produce information for re- In some cases mothers do not return to the next GMP session, 


assessment 


Source: Jonsson et al (1998). 


which delays any reassessment. 
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Growth monitoring and promotion is widely practiced in the region through the 
health service system, although the most impressive examples of large-scale growth 
monitoring, in India and Viet Nam, are implemented by ministries other than health. 
In Viet Nam, growth monitoring is a component of primary health care, as well as the 
National Protein Energy Malnutrition (PEM) Control Program, where it is used to 
target supplementary food and nutrition counseling. In India, a national network of 
community centers, constituting the service delivery structure of the Integrated Child 
Development Services (CDS) program, also uses growth monitoring to target 
additional food and counseling to severely malnourished children. Staff GMP skills 
are stronger in southern India, where educational levels are high, and in the catch- 
ment areas of ICDS programs that are supported by Private Voluntary Organizations 
(PVOs). In these areas, program providers receive adequate supplies and support. 
However, beyond targeting special care to severely malnourished children, growth 
monitoring data is not widely used for ICDS program management. In Pakistan, 
despite the provision of GMP through an extensive community-based network of 
“lady health workers”, GMP coverage remains less than 20 percent. By and large 
throughout the region, growth monitoring has problems typically noted in the litera- 
ture, such as variable data quality, inability of workers to properly interpret growth 
curves, and limited analysis, animation, and counseling skills (Pearson 1994, Ruel 
1995, Pelletier 1995). These problems are often due to the related issues of poor 
motivation and capacity, and inadequate access to resources and services. 

Community-based GMP, on the other hand, is mainly used by smaller scale 
UNICEF-supported programs, those supported by international PVOs, and a few 
pilot or regional studies supported by the World Bank or the Asian Development 
Bank. Of note among the PVO programs is the use of growth monitoring within the 
Hearth Model (Government of Viet Nam 1998). Save the Children Foundation (SCF) 
USA developed a high impact community-based nutrition program that relied on 
growth monitoring for program management. At the local level, mothers of children 
who grew well (positive deviants) were recruited (rewarded) for their performance, 
and were utilized as mobilizers. They conducted growth monitoring, counseling, and 
nutrition demonstrations. Performance, in terms of good growth, was a key element 
in the management strategy of the program at both village and program levels. This 
program seemed to achieve dramatic reductions in moderate and severe malnutrition, 
although the cost per beneficiary was quite high due to the high cost of maintaining a 
revolving fund for hens. However, SCF/USA advocates the use of positive deviants, 
together with regular growth monitoring, as a strategy to successfully link assess- 
ment, analysis, and action. 

UNICEF supports GMP in the region in a variety of ways. In India, UNICEF 
provides equipment and training inputs to the ICDS system. In Sri Lanka and PRC, 
UNICEF is supporting integrated nutrition programs, using growth monitoring data 
to monitor nutrition improvement. The Community Action and Social Development 
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program in Cambodia attempts to incorporate growth outcomes into the decision 
framework of community development committees by training newly formed village 
development committees in the use of growth data. However, this program is too new 
to be evaluated. 

Growth monitoring is also a key element of effective pilot and regional pro- 
grams supported by the World Bank and the Asian Development Bank in India and 
Bangladesh. The Tamil Nadu Integrated Nutrition Project (TINP) was one of the first 
growth monitoring activities to emphasize growth faltering, as opposed to attained 
nutrition, as a strategy to target interventions. This program, and its various expanded 
successors, has been associated with reductions in the level of severe undernutrition. 

Aside from these smaller-scale donor supported activities, there is little system- 
atic summarization and use of growth monitoring data beyond the local level. District 
and provincial officers are either not systematically summarizing or using this 
information for monitoring and performance evaluation. Most of the large-scale 
national programs collect and summarize growth data, but these data are rarely 
utilized for decision making at any level of organization, and feedback from supervi- 
sors to their program staff is uncommon. 

Mobilizers need adequate resources to support GMP components if growth 
monitoring is to be effective. Growth monitoring data can be successively sum- 
marized and used for performance monitoring by program managers at the national 
and subnational levels, guiding program corrective actions and management 
decisions. Growth monitoring provides a convenient source of outcome information 
that should be incorporated with other information elements to form the basis of a 
strong management information system that can be used from the household to the 
national level. 

Finally, operational research is required to determine cost-effective approaches 
to GMP in areas where literacy levels are low, or where access to support and 
supervision are difficult. 

Because growth monitoring provides only limited information about nutritional 
outcomes, and little about specific deficiencies and causes, some carefully selected 
additional information should be collected as a part of community monitoring. 
Outside of the study countries, the most successful programs that link growth moni- 
toring to the larger array of community development inputs are supported by broader 
community-based monitoring systems (ACC/SCN 1992). In Asia, Thailand's experi- 
ence with Basic Minimum Needs Indicator monitoring (see Annex 4) illustrates how 
communities used a series of simple questions to measure the developmental 
progress of households. These covered eight basic areas, ranging from survival 
inputs to measures of community participation and spiritual development. UNICEF 
supported integrated development strategies in Iringa, Tanzania (Yambi et al. 1989) 
that also relied on the collection and use of basic development information at the 
village level. This model is being piloted in Cambodia and Viet Nam. Table 6 
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illustrates some of the types of information that can be collected at the community 
level as part of the country programs. 


Table 6: List of Suggested Indicators at the Community Level 


Outcome Process Context 
Anthropometry 
— number of children with low — # children without VAC ~ village committee active 
weight for age" — # children not completely — village committee has budget 
— # children faltering” immunized — women on village committee 
— # pregnant women without — # women and children served  — village committee has 
adequate arm circumference — # eligible households not development plan 
— (MUAC « 22.5 cm) reached — village has primary school 
— # nonpregnant women with — it women not attending — #school age girls not 
low BMI (BMI « 18.5) GMP sessions attending school 
—- # newborns LBW (< 2500 g) — # children not attending — village has adequate 
GMP sessions access to water 
Micronutrient Status 
-— Night blindness present in — # women who cannot — # HH without latrines? 
community implement GMP /nutrition — # HH without safe water 
— Goiter present in community education messages, i.e., within one half hour? 
— # HH without iodized salt women taught to add meat — S HH with no land access 
— # pregnant women not to the diet, but who cannot who have no major source 
consuming at least 1 Iron/ afford to do so. of income" 
Folate tablet/week — # days without VAC supplies — #HH living below 
— # days without Fe/Folate poverty line 
supplies 
Caring Practices 
— 95 mothers not exclusively — # months no immunizations 
breastfeeding available 
— % children 6+ months not — materials or equipment not 
receiving complementary foods adequate 


— % children 6+ months not # days no todized salt available 
receiving more than 3 meals/day  — any cases of measles in 
— % mothers not adequately community 
managing childhood illnesses ~ any cases of diarrheal disease in 
children less than six months 


i 


Notes: 

HH = Households 

“Refers to moderate and severe underweight status in children under 5 (below -2 SD of the NCHS/WHO reference). 
"Refers to child not gaining weight in two or more successive weighings. 

"These are either process or context measures, depending on whether they are being addressed by the program. 


Program-derived and Community-based Monitoring Data 


In most large-scale programs, monitoring of coverage and program intensity 
uses information mainly in the form of process data such as budgets, expenditures, 
and staffing. However, the information collected is not analyzed adequately or used 
for management decision making at the national and, particularly, the subnational 
levels. Moreover, even when extensive data is collected and reported upward, data 
quality is often variable and little feedback is provided to program managers. A 
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quality is often variable and little feedback is provided to program managers. A 
recent review found these problems to be widespread throughout the region (see 
Annex 5, Wysocki et al. 1990). In most cases, managers at various levels of the 
organization have discretionary resources, but not an information culture. Although 
information technology could enhance the analysis and use of information at the sub- 
national level, it is not widely used in the region. An example from the Philippines 
shows how monitoring information, combined with information technology, could 
support management decisions both vertically and horizontally within country 
programs (see Annex 6). 

Usually, NIS does not feature monitoring program outcomes such as nutrition 
and behavior changes because relevant data either are not collected or not used. For 
example, the ICDS program collects and summarizes data from growth monitoring as 
discussed above, but this information is not yet widely used by the management 
system. Use of growth monitoring data is not a feature of large-scale programs in the 
study countries, although other Asian countries, such as the Philippines, Thailand, 
and Indonesia, have effectively monitored and used outcome data. 

While quality of care is a major focus of management information systems in 
the population and health sectors, it is underemphasized in the nutrition sector. Even 
at the international level, nutrition lags behind the population and health sectors in 
developing and disseminating methods and tools for program quality assurance and 
quality monitoring. One exception is the area of breastfeeding promotion, where 
tools have been developed for monitoring national breastfeeding promotion programs 
(Griffiths and Anderson 1993). Tools such as the Situation Analysis (Miller et al. 
1997) and Lot Quality Assurance Sampling could play a role in monitoring the 
quality of nutrition programs. 

Cost accounting that permits efficiency analyses to be undertaken is very 
uncommon, except among some small-scale, donor-supported programs. An absence 
of cost data is a major obstacle to developing effective country strategies (Horton 
1998). 

Monitoring systems should be a key feature of country programs. Simple indi- 
cators of coverage, intensity, and quality of program implementation should be 
included, together with basic outcome indicators. Information use and feedback 
should be encouraged by the incorporation of performance incentives within the 
management structure of the program. Program staff should receive continuing in- 
service training in the analysis and use of information, so that an information culture 
is fostered. Finally, microcomputers and software tools should be used at the subna- 
tional level, at least at the regional and provincial levels (for example, Viet Nam, 
Cambodia, Sri Lanka, Pakistan, Philippines). In India, PRC, and Bangladesh, 
depending on state capacity, lower level use can be envisioned. 

The strategy to accelerate nutrition improvement that emerges from the country 
reports is summarized by Mason, Hunt et al. (2001). This envisages massively 


“A, 


Nutrition Information Systems 229 


increased numbers of locally recruited field workers (mobilizers) and supervisors 
(facilitators), greatly enhanced coverage of community-based and micronutrient 
programs, and often related application of substantially more resources per head 
(intensity). These factors will need to be monitored as the programs are implemented, 
with an early and continuing feature being training. These systems and their develop- 
ment will need to be explicitly included in country plans, including budgets. Training, 
staffing, suitable equipment, and judicious operational research must be provided. 
For the most part, this work builds upon existing experience in the countries. 

Micronutrient programs will, in part, be integrated with community-based pro- 
grams, but others, especially fortification, will have a different structure and distinct 
monitoring needs (Mason, Hunt et al. 2001). These are quite well understood, and 
should be applied as an integrated part of programs as developed. A particular case is 
the assessment of iodine content of iodized salt, which can be readily done at the 
community and household levels. 


Evaluation Research 


Evaluation research should be a feature of the early phase (first five years) of 
implementation of the country programs. Sample surveys that assess population 
needs and establish baseline measures, together with some form of comparison 
groups, will be required. This research can be used to identify cost-effective strate- 
gies that can feasibly be scaled up to national coverage. At that point, adequacy 
evaluation resulting from routine monitoring will be sufficient for many policy and 
management purposes. 

The evaluation of impact is technically demanding, time-consuming, and ex- 


.pensive. It requires some form of before and after measures on groups having vary- 


ing and known levels of program exposure. Ideally, impact and cost-effectiveness 
evaluations should be undertaken as a first stage in the design of a large-scale pro- 
gram, and should be carefully selected, adequately resourced (separately from the 
program budget), and scientifically rigorous. However, evaluation research is the 
weakest element of nutrition information strategies in Asia and elsewhere. There are 
virtually no rigorous impact/cost-effectiveness evaluations of community-based 
nutrition programs. Impact evaluations of large-scale nutrition programs in the study 
countries are not sufficiently rigorous to demonstrate attribution. Even adequacy 
evaluation, through outcome monitoring, has not been a key feature of large-scale 
programs. Exceptions are to be found in Universal Salt Iodization (UST) programs, 
where systematic assessments over time have conuibuted to perhaps the most suc- 
cessful nutrition initiative in the region. While UNICEF and other donor-supported 
programs typically allow for some form of baseline and follow-up survey, compari- 
son groups are rarely included, and even valid before-after comparisons are unusual. 
In addition, survey questionnaires tend to exclude nonprogram factors, which limits 
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information should include biochemical markers of micronutrient status, as well as 
anthropometric measures. 

At the regional level, several important policy questions that affect the design 
of country programs need urgent attention. Examples are (as noted earlier): the role, 
if any, of supplementary food in community-based programs, and the relative roles 
(and effectiveness) of community-based vs. facility-based programs. Regional studies 
are needed to address these issues as soon as possible. 

Finally, impact evaluations of micronutrient programs should be planned. Much 
of the required information can be pulled from process data (VAC distribution, salt 
iodization levels), because the mechanisms and links to biological effects are rela- 
tively clear. Nonetheless, some evaluation relating the interventions causally to 
biological outcome (i.e., impact evaluation) should be included. It is unwise to 
assume that well-established interventions are always contributing to reducing 
deficiency, especially as circumstances change, and in light of the growing knowl- 
edge of interactions among nutritional deficiencies and the complexity of human 
biochemistry. Evaluation designs can be crafted from DHS or MICS survey pro- 
grams where the area of coverage is large. 


Sentinel Surveillance 


Sentinel surveillance refers to a data collection strategy using a purposive sam- 
ple of communities or service delivery sites in order to detect changes in context, 
program, and/or outcome variables. Typically, sentinel strategies are used to obtain 
continuous data on populations of particular interest. For example, they may be 
groups that are particularly sensitive to innovation, such as early adopters of family 
planning innovations, or they may be of interest because they are the least likely to 
benefit from an innovation, such as remote, illiterate populations. However, sentinel 
surveillance is often used loosely to denote strategies that employ some form of 
purposive sampling. 

Among the study countries, sentinel surveillance has been used only in Bangla- 
desh, PRC, and Viet Nam (INFS and University of Dhaka 1998, CAPM/ERI/SPC 
1998, Government of Viet Nam 1998). In these countries, surveillance systems have 
been designed to collect food and nutrition-related data in selected regions of the 
country, using repetitive sample surveys. It is not clear if the information generated 
by these programs is being used. This may reflect concerns about the representative- 
ness of the areas selected, data quality, analysis that does not address policy and 
program decision needs, and lack of a dissemination strategy. Perhaps more impor- 
tantly, information needs for national level decision making were not assessed when 
designing these programs. 

Sentinel Community Surveillance (SCS) is a particular application of the 
approach piloted by UNICEF in several countries, including Nepal and Pakistan. 
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Sentinel Community Surveillance involves longitudinal monitoring in a large number 
of villages, combining quantitative and qualitative data-gathering techniques. Quali- 
tative techniques are used to gain an in-depth knowledge of community needs and 
causes of undernutrition. The potential of SCS in making community actions to 
improve child nutrition possible is not yet clear. In addition, SCS is resource- 
intensive and remains largely externally funded, raising serious questions about the 
sustainability of this approach. 

Sentinel surveillance approaches have been used most effectively in the Asian 
region and elsewhere for two purposes. First, when there are no other data collection 
strategies available, such as in countries affected by complex emergencies, sentinel 
surveillance may provide the only in-depth information about the status and determi- 
nants of child health and nutrition. Secondly, sentinel site approaches have proven 
effective for monitoring and responding to problems that emerge after calamities 
such as drought, other natural disasters, and economic collapse (Tucker et al. 1989). 

Sentinel surveillance is not a significant component of the nutrition information 
strategy, as put forward in the country reports, nor do we suggest increasing that 
priority. In selected areas that are prone to natural disasters, countries should adapt 
their monitoring systems to include the contextual information needed to address 
natural or economic threats. As discussed earlier, regional food security monitoring 
also should be pursued. 


Constraints Analysis 


Many of the key elements of nutrition information systems to support country 
nutrition investment plans are already in place. However, there are no examples of 
NIS that effectively cover the range of information needs identified in the first 
section of the paper. In addition, various problems already noted limit the effective 
use of nutrition-related information in the region. While the previous sections note 
many specific problems, this section focuses on analyses of environmental factors 
affecting the efficacy of NIS. Within the UNICEF Nutrition Information Strategy, 
“environmental success factors for nutrition information strategies” include: percep- 
tion of the problem (malnutrition), demand for information: capacity building; 
resources for action; and resources for information strategies (Jonnson et al. 1998). 
Throughout much of the region, these factors are actually constraints to the effective 
development of NIS. 


Perception of the Problem 


Overall, perceptions of the problem and demand for nutritional outcome infor- 
mation are relatively weak in the region. At all levels of organization, outcome 
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information is not consistently available and nutrition objectives are usually not part 
of performance criteria for policymakers, program managers, or mothers. This is 
partly due to the fact that in much of Asia, in contrast to regions such as Sub-Saharan 
Africa, undernutrition remains an invisible threat. Many Asian leaders are unaware 
of the magnitude of nutritional deficiencies and their impacts. In fact, even within the 
nutrition sector, many leaders believe that undernutrition is more prevalent in Sub- 
Saharan Africa than it is in Asian countries. Another reason for the perception 
problem is the absence of an “information culture” among nutrition sector personnel 
and the communities they serve. 


Demand for Information 


Changing management incentive structures, advocacy activities, and training 
will all be required to achieve adequate levels of concern and demand for informa- 
tion. In order to mainstream nutritional considerations at the national level, advocacy 
activities utilizing presentation tools such as PROFILES should be used to raise 
awareness of the socioeconomic importance of nutrition among finance and planning 
ministries. In Bangladesh, for example, PROFILES was effectively used to convince 
national planners and finance executives to commit to a large national nutrition 
program. 

Opportunities to incorporate nutritional indicators into national development 
plans should be taken wherever possible. Cambodia, PRC, and Viet Nam are exam- 
ples of countries where host country institutions and donors have catalyzed this 
process. In these countries, the prominence of the nutrition problem, as well as the 
clear need to systematically assess and monitor nutrition and its causes, is more 
generally understood and is being addressed. 

At the program and community level too, management incentive systems 
should be designed to enhance information demand. As has been discussed earlier, 
positive and negative incentives can be built in to program management, based upon 
changes in general and micronutrient nutrition outcomes. This enhances the linkage 
between assessment, analysis, and action. 


Capacity Building 


Capacity building for information management also needs to be strengthened in 
all countries of the region, even those that are recognized as having strong research 
capabilities. However, the types of institution building and training needs vary 
considerably among countries. Several countries, including Bangladesh, PRC, India, 
Philippines, and Sri Lanka have strong survey research capabilities, however, few are 
experienced in the collection and analysis of information related to micronutrient 
status. More importantly, few institutions have the multidisciplinary training required 
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to analyze the surveys in sufficient depth to inform program planning and design, and 
policy analysis. Evaluation research skills are similarly lacking in all countries and in 
need of strengthening through training. 

Most public institutions are weak in the area of management information sys- 
tems. Indeed, approaches are frequently dated and little advantage is taken of the 
array of communication and information technology tools now. available. Enhanced 
use of information technologies for NIS has particular potential at the sub-national 
(not community) level. 

Another information technology tool that is particularly important to improved 
information use is Geographic Information Systems (GIS), which can be used for 
food security mapping, mapping of program implementation and coverage, and 
analysis of the determinants of malnutrition. Geographic Information Systems skills 
should be enhanced at the national level in most countries. Cambodia provides an 
exceptional example of how GIS can be used for program targeting and evaluation. 
The United Nations interim government actually established a digitized geo- 
referenced database that permits information to be mapped down to the village level. 
Donors and Ministry personnel are now using mapping and resulting analytical 
products regularly for program design and management purposes. The success in 
Cambodia, a country with limited public infrastructure, demonstrates the appropri- 
ateness of this technology across the region. 

In most countries, large-scale training will be needed in the area of community- 
based monitoring. Most often, this will require a fresh approach, as traditional GMP 
methods have placed little importance on analysis and information use. Also, as 
GMP will focus on preventive and early identification of growth faltering, commu- 
nity workers and their supervisors will require different interpretive and analytical 
skills. 

Finally, it is important that focal point institutions be identified to support NIS 
in each country. These institutions will have widely varying needs for capacity 
enhancement. For example, in PRC, multisectoral analysis and decentralization of 
information technology skills should receive priority. Cambodia, at the other 
extreme, remains a postwar reconstruction country, with limited national level 
capability, and thus larger investments in institutional development, combined with 
creative public-private sector partnerships, will be needed. 


Resources for Action 


Discretionary resource control 1s one of the most important motivational tools 
for the use of information. The most successful community-based nutrition programs 
in the world are those for which budgetary decentralization (of national program or 
project) is combined with nutrition information. The Iringa regional program in 
Tanzania and the national socioeconomic development program of Thailand provide 
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excellent examples of how information made effective use of resources at the local 
level possible. In most cases, nutrition programs are not linked closely to funded 
community development programs, resulting in lost opportunities to effectively 
mobilize community resources for nutritional improvement. 

However, most Asian countries are undergoing the process of budget decen-. 
tralization at various paces and in various forms. In fact, the decentralization process 
remains a confusing mosaic in many countries. In some cases, national development 
programs are being decentralized, while in others, specific programs such as poverty 
alleviation initiatives are being managed at the community level. Where possible, 
donor resources can facilitate this process (for example, the UNICEF area develop- 
ment programs in some countries, and the multidonor supported village development 
councils program in Cambodia). In addition, training activities to enhance resource 
utilization through assessment and analysis can be synchronized with the process of 
decentralization to both guide this process and to simultaneously leverage develop- 
ment resources in support of nutritional improvement. One example of an opportu- 
nity is to provide training in the use of growth monitoring data to the panchyats 
(local government) in India. These bodies are now being tasked with increasing 
responsibility in managing the ICDS program resources. 


Resources for Information Strategies 


Nutrition information systems must be adequately financed. Many country in- 
vestment plans did not include line items corresponding with needed inputs. Across 
the region, adequate financial resources for NIS are not provided for. Equipment, 
supplies, logistic support costs, training, and supervision should all be budgeted. 
Evaluation research, MICS, GMP/community monitoring, and national probability 
surveys are important elements of NIS. However, in many cases, resources currently 
dedicated to information collection activities could be used more efficiently and 
could greatly reduce the costs to country investment plans. A careful review of data 
sources, information flows, and information needs should be conducted in each 
country as more detailed country programs are designed. 


Recommendations for Improved NIS in Asia 


At the regional level, there are several needs that, if addressed, could increase 
the power of NIS as a management tool to improve nutrition. These needs include 
cross-national comparative research, the support of regional information systems, 
advocacy activities related to the cost-effectiveness of nutrition investments, and 
capacity-building to promote an information culture throughout the region. Partner- 
ships among donors, such as UNICEF and the Asian Development Bank in the case 
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of this Project, are an innovative approach to developing a regional NIS dimension. 
UNICEF's field presence, together with its well-articulated Information Strategy, 
provides continuity of support to countries. The ADB provides an important regional 
policy dimension, together with the potential to adequately fund programs. 

At the regional level, policy and program research addressing key questions 
related to the design of community-based programs is critical. It is also important that 
national household survey programs, frequently financed by donors, are used more 
effectively to examine regional dimensions to food security problems and compara- 
tive progress of countries in reducing nutrition problems. For example, regional 
interventions might focus on advocating or supporting the addition of micronutrient 
indicators and maternal nutrition, synchronizing data collection across countries, 
linking socioeconomic and nutrition-related surveys, and ensuring adequate timing of 
data collection rounds. Regional crisis monitoring might also be supported, possibly 
in conjunction with on-going global programs. Regional initiatives to support capac- > 
ity-building related to NIS are also recommended, especially in the area of informa- 
tion technologies. 

At the country level, systematic assessment of information needs and informa- 
tion status should be undertaken, using the framework outlined in this paper. Data 
sources in relation to decision needs should be evaluated at the national, subnational, 
and local levels, identifying areas that require strengthening and strategies to improve 
them. In this way, more effective linkages between the various survey programs, 
management information systems, GMP programs, and evaluation research initiatives 
can be achieved. This is essential in order to develop an effective NIS component in 
country investment plans. National planning authorities, such as National Planning 
Commissions or Ministries of Planning, should work with line ministries to under- 
take such an assessment, together with resource institutions that may have particular 
strengths in NIS. This process might be facilitated through or linked to the UN-led 
Common Country Assessment and the UN Development Assistance Framework. 

In conclusion, while NIS is a key element of a nutrition investment program, 
most country studies undertaken by the Project undervalued the importance of this 
component. This is consistent with a general finding in the region that the nutrition- 
related sectors do not have a mature information culture. There are significant 
opportunities for improving the quality, effectiveness, and efficiency of existing data 
sources; for leveraging information technologies; and for filling information gaps in 
a cost-effective fashion. 
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Annex 1: Data Sources in Relation to Certain Characteristics of 
Required Information 


Routine Reporting Systems 


a National 
Source/ Large-scale Sentinel School Growth Probability 
Characteristics Programs Site (Census) Monitoring Surveys 
Timeliness 1-3 m Im 6-12 m Varies 1 year 
(Delay Approximation) 
Associations/Causality < @ + " = +++ 
Fineness of 
(Geographical) Targeting Med Med High High Low-Med 
(e.g., district) (e.g. district) (e.g., village) (e.g., province) 
(depends on sampling) 
External Validity Low Med Med Low - Med High 
Comprehensiveness of 
Variables/Factors Considered Low Low Low Low Med-High 
Data Quality Low Low-High Med Low High 


Source: Adapted from Mason (1992). 
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Annex 2: Data Sources for Assessing Micronutrient Deficiencies 


Data Source/Type iodine Vitamin A Iron 

Food Balance Sheet Not available Useful for national trends Useful for national trends; 
look at animal source iron 
(as bioavailability varies 


greatly by source) 
Food Consumption/ Not very important; Useful; include frequency Useful; include absorption 
Food Frequency Surveys Estimate goitrogens, in diet of e.g., dark green inhibitors (e.g., phytate) & 
especially casava leafy vegetables enhancers (e.g., vit C) 
Clinical Signs Goiter existence, from Case-finding, needs Not really necessary 
-preliminary casual reports useful expert scouting 
assessment first step 
-prevalence surveys Goiter classifications and Eye signs important; Not very reliable 
rates essential (often large sample needed 
from schools) 
Biochemical Tests Casual urine samples for Serum retinol estimates Hemoglobin and /or 
iodine concentration in blood samples; hematocrit in capillary 
distributions; blood samples 
dose responses 
Clinic Records Goiter reports if available Eye lesions may be noted, Anemia if recorded may 
but not very specific usefully be complied 
Schools Survey point for goiter Not most sensitive age Not usual (not most at-risk 
surveys rou roup) 
Control Programs 
-examples Salt iodization: quality Supplement distribution, Ferrous sulphate tablet 
control and surveillance through PHC, distribution through health 
; immunization,may be system: monitor as for 
monitored  . essential drugs 


Source: Adapted from Mason (1992). 
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Annex 3: Internationally Supported National Probability Surveys 
Relevant to the Project 


Type of Information 


DHS 


Nutrition and Health Anthropomorphic 


Status i 


Care Factors 


Accessibility 
of Services 


Household Food 
Security 


Contextual Factors 


Notes: 


(child- weight/height, 
height/age, and mother- 
BMI) infant/child 
mortality, vitamin A 
capsule coverage, 
sometimes household 
salt iodization, rarely 
anemia 


Breastfeeding, 
complementary feeding, 
illness management 


Coverage-prenatal care, 
immunization, FP, water 
and sanitation 


Maternal literacy, 
basic socio demographics 


DHS = Demographic and Health Surveys 
MICS = Multiple Indicator Cluster Surveys 
LSMS = Living Standards Measurement Surveys 


MICS 
Child anthropometry- 
(weight/age, height/age, 
weight/height, MUAC), 


vitamin A capsule coverage, 


household salt 10dization 


Breastfeeding, 
complementary feeding, 
some illness management 


Immunization, water 
and sanitation, FP 


Maternal literacy 


LSMS 
Sometimes 
anthropometry of all 
household members 


Maternal time allocation 


Household consumption 


Detailed socioeconomic 
data 
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Annex 4: Basic Minimum Needs (BMN) 


Eight groups of BMN indicators were originally developed to be used by villagers them- 
selves as well as local government officials as tools for problem identification, analysis, goal 
setting, and action program implementation. The indicators below were developed into checklists 
as a way to determine problems and their priorities as a basis for planning intervention activities as 
well as to monitor and evaluate their results. 


I. Adequate Food and Nutrition 
1. Proper nutrition surveillance from birth to five years and no moderate and severe 
PEM 


2. School children receive adequate food for nutritional requirements 
3. Pregnant women receive adequate and proper food, and delivery of newborn babies 
with birth weight not less than 3,000 g 


II. Proper Housing and Environment 
4. The house will last at least five years 
5. Housing and the environment are hygienic anc in order 
6. The household possesses a hygienic latrine 
7. | Adequate clean drinking water is available all year round 


III. Adequate Basic Health and Education Services 
8. Full vaccination with BCG, DPT, OPV, and measles for infants under one year 
9. Primary education for all children 
10. Immunization with BCG, DPT and typhoid vazcine for primary school children 
11. Literacy among 14-50 year old citizens 
12. Monthly education and information in health care, occupation, and other important 
areas for the family 
13. Adequate antenatal services 
14. Adequate delivery and postpartum services 


IV. Security and Safety of Life and Properties 
15. Security of people and properties 


V. Efficiency in Food Production by the Family 
16. Growing alternative crops or soil production crops 
17. Utilization of fertilizers to increase yields 
18. Pest prevention and control in plants 
19. Prevention and control of animal diseases 
20. Use of proper genetic plants and anirnals 


VI. Family Planning 
21. Not more than two children per family and adequate family planning services 


continued next page. 
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Annex 4. (cont'd.) 


VII. People Participation in Community Development 
22. Each family is a member of self-help activities 
23. The village is involved in self-development activities 
24. Care of public properties 
25. Care and promotion of culture 
26. Preservation of natural resources 
27. People are active in voting 
28. The village committee is able to plan and implement projects 


VIII. Spiritual or Ethical Development 
29. Being cooperative and helpful in the village 
30. Family members are involved in religious practices once per month 
31. Neither gambling nor addiction to alcohol or other drugs by family 
members 
32. Modest living and expenses 


Source: Kachondham et al. (1992). 
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Annex 5: Weaknesses in Information Support Systems for Monitoring 
and Evaluation of Health and Nutrition Strategies 


Brief Annotation on Existing Situation 


Identified Weakness Contributing to the Weakness 

1. Importance accorded to — Although information support systems exist 
information support is more in most countries, they are not invested with 
nominal than substantive sufficient resources. 


— Information support systems are still thought 
of in a vertical and detached manner even by 
health program managers. 

— No systematic review is done by decision- 
makers, program. managers and health 
personnel at different levels, to identify 
the set of information items needed by them. 


2. Weakness in organizing, Multiplicity of systems of data collection 
coordinating, presenting, and dissemination of information exist even 
and using information in the same program areas, with no clear-cut 


and identified demarcation of responsibilities. 

This has led to the following situations: 

— duplication of information collection and 
dissemination, 

— dissemination of conflicting information on 
same items from different official sources, and 

— noncomparability of information on the same 
items over a period of time, making it imprac- 
tical to assess changing health situations. 


3. Difficulties in identifying This weakness applies particularly to specific 
and collecting information indicators such as health expenditure, local 
of a dispersed nature health care, etc. Health budgeting or expenditure 
needed for construction occurs at so many levels and at so many 
of indicators locations that the problem of identifying and 


enumerating the instances becomes a stupendous 
task in itself. Similarly, in the absence of a clear 
understanding and definition of what constitutes 
“local” health care, the construction of this 
indicator in a uniform and comparable manner 
becomes difficult. 


continued next page. 
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Annex 5. (cont’d.) 


4. Too “central” a connotation The question of weaknesses in information 
attached to the problem of support is so well recognized and so often 
information support repeated that it has become somewhat rhetorical. 


Also, solutions for improvements to and 
strengthening of information support systems 
are too often attempted at the central level, 
notwithstanding the actual need for information 
support systems to be built from the most 
peripheral level in a “bottom up” approach. 


5. Conventional methods of The two most important factors contri buting 
collating and presenting to this weakness are: 
information do not help in — Most information collection and dissemination 
identifying areas for is done in a retrospective rather than 
collective action prospective fashion 


— Most information collation and dissemination 
is done in a highly aggregated fashion, 
shutting out the possibility of identifying 
trouble-giving areas or components. 


6. Technical and operational 
difficulties in collection of 
information including lack of 
adequate resources 


Source: Wysocki et al. (1990). 
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Annex 6: Data for Decision Making in the Philippines’ Early Childhood 
Development Project 


Information systems can be used to identify populations to be targeted for assistance, assist 
in decision making about the nature of services required, support advocacy to create demand and 
local ownership for nutrition programs, and provide ihe basis for assessing impact and 
sustainability of the program. 

The Philippine Early Childhood Development Program provides an excellent example of an 
integrated information system that effectively uses microcomputer-based information technologies 
at the subnational level. Enabling conditions include decentralized resource management to local 
governments and a ten-year investment program for childhood development that mandated the 
development of local programs. 

Census data and agency service statistics were combined to rank municipalities according to 
the severity of the problems facing children (e.g., high population ratios for each school, health 
facility, or day care center, or high rates of malnutrition and school dropout) and the number of 
children needing targeted services in health, nutrition, and early education. Some 170 municipali- 
ties (11%) were targeted in three regions in southern Philippines. These areas represented over half 
of the nation’s at-risk children. 

Local cost sharing was an element of the national program, and fiscal data on municipalities 
was used to develop a set of sliding scale cost-sharing rules. Each municipal plan is tailored to the 
children’s health, nutrition, and educational profile. Unless the mayor and municipal council agree 
to balance all the needs of children and provide appropriate integrated services, national subsidies 
will not be forthcoming and the municipality will not participate. 

The third important use of information is for advocacy, social mobilization and local 
empowerment. Several methods of data analysis and presentation link nutrition, health and 
developmental indicators. These include community data boards relating minimum basic needs to 
child development; creation of community plans for accessing child development funding; and 
integrated planning and budgeting that links resource use to development outcomes. 

The vertically integrated system permits the Council for the Welfare of Children (CWC), to 
identify problem areas in reaching program goals. From the barangay (village) captain to the CWC 
Director and the President's Cabinet Office, data is the key to planning, managing, and sustaining a 
highly devolved program that is viewed as a model for accountable governance for children. 
Microcomputer-based software enhances the decision-support qualities of the information system 
by permitting easy integration of outcome, process, and context data and easy-to-interpret graphical 
output. 
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Opportunities for Investments 
in Nutrition 


in Low-income Asia 
Susan Horton 





Abstract. This paper examines the opportunities for nutritional investments in nine 
low-income Asian countries, where current levels of malnutrition are high and 
declining only slowly. Income growth alone is not sufficient to reduce mainutrition. 
The economic costs of mainutrition in the region are high, accounting for as many as 
2.8 million child deaths and 65,000 maternal deaths annually. Productivity losses 
can be conservatively estimated to be at least 2-3 percent of GDP annually. Nutrition 
investments are very cost-effective. Micronutrient interventions and breastfeeding 
promotion are as cost-effective as basic child survival initiatives, and education/ 
supplementation programs are as cost-effective as antenatal care. Priority inter- 
ventions in the region include: strengthening monitoring of salt iodization (and 
extension of the program to Cambodia); extension of coverage of vitamin À mass 
dose, establishing vitamin A fortification programs, and enforcing existing 
legislation; establishing iron fortification and intensifying coverage of iron 
supplementation to pregnant women; promotion of best practice in breastfeeding; 
water and sanitation investments in selected regions; and building on successful 





Introduction 


ow-income Asia contains three quarters of the world’s malnourished 
children, or 125 million of the estimated 167 million malnourished in 1995, 
using weight-for-age (ACC-SCN 1996). South Asia alone is home to half 
of the world's malnourished children, and another quarter of them are in 
Southeast Asia and the People's Republic of China (PRC). From the experience of 
other countries, we know that malnutrition will tend to decline if incomes rise, but 
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that much faster progress can be made if there are investments in nutrition programs. 
There is also sufficient experience from existing programs to know how to make 
cost-effective investments. 

There are strong reasons why governments should invest in nutrition, rather 
than leaving it solely to households and parents. First, nutrition, like education, is a 
very long-term investment. Capital markets are imperfect and do not finance this type 
of investment, particularly since there is no collateral. Hence investments by the poor 
in nutrition are likely to be too low, even if the households know that the returns are 
high. Second, parents are likely to underinvest in nutrition of girls, particularly in 
those countries in Asia where sons and daughters-in-law (but not daughters) take 
responsibility for their parents in old age. Lack of investment in girls’ nutrition helps 
to transmit poverty intergenerationally, since stunted women have smaller babies. 
Finally, there are information gaps. The academic community only recently became 
fully aware of the importance of several micronutrients, and parents in developing 
countries may not have this information. Although the last problem can be overcome 
with public education policies, the first two represent market failures requiring 
government intervention. 

This paper focuses on low-income Asia. The countries included are those in 
South Asia (Bangladesh, India, Nepal, Pakistan, and Sri Lanka), plus the PRC and 
the group of countries formerly included in Indochina (Cambodia, Laos, and 
Viet Nam). Myanmar and Bhutan are excluded due to lack of data, and we do not 
cover the low-income former Soviet Union countries. The nine countries included 
represent 86 percent of the total population of Asia (excluding central Asia). The 
eight middle-income economies, which are not covered, include the four “tigers” and 
the four “baby tigers” (Indonesia, Malaysia, Philippines, and Thailand). The follow- 
ing section discusses some of the human and economic costs of malnutrition in low- 
income Asia. General guidelines on cost-effectiveness of nutrition investments are 
then examined, and existing nutrition programs in low-income Asia are surveyed. 
The final sections discuss how to strengthen and complement existing investments in 
nutrition, and present conclusions. Throughout, we draw heavily on the country 
studies prepared for the ADB/UNICEF Regional Technical Assistance (RETA) 
Project (AERC 1998, Administrative Staff College of India 1998, Cambodia 1998, 
Chinese Academy of Preventive Medicine 1997, Institute of Nutrition and Food 
Science et al. 1998, Marga Institute 1998, National Institute of Nutrition 1998), 
hereafter referred to as the country studies. 


The Existing Nutrition Situation in Low-income Asia 


South Asia and Southeast Asia have the highest rates of. child malnutrition in 
the world (ACC-SCN 1996). Although the rates have been slowly declining, in South 
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Asia this decline halted in the first half of the 1990s. The rates of decline in South 
and Southeast Asia are insufficient to reach the World Summit goals of halving child 
malnutrition by the year 2005. (Only the PRC, where nutritional status is already 
better, is likely to achieve this goal). In South Asia, malnutrition rates are higher than 
would be expected given food availability and per capita GNP, a phenomenon 
sometimes termed the “Asian enigma” (Ramalingaswami et al. 1994). In the seven 
low-income Asian countries included in the Project, there are some 120 million 
malnourished children, or 75 percent of the world’s total (Mason, Hunt et al. 1999, 
Figure 2). 

Rates of micronutrient malnutrition in low-income Asia are also very high. 
In South Asia, around 60 percent of pregnant women are anemic, and the rate is not 
much lower for infants and children (Mason et al. 1999, Table 4). Clinical signs of 
vitamin A deficiency are evident in 0.5-1.4 percent of the population surveyed 
(usually school-age children), and subclinical deficiency (based on low serum 
retinol) was found in 8-26 percent of preschool children (Mason, Hunt et al. 1999, 
Table 3). Iodine deficiency is also a serious problem, and country surveys indicate 
prevalence rates ranging from below 10 percent to over 50 percent (Mason, Hunt et 
al. 2001, Table 5). 

These levels of malnutrition entail very high human and economic costs. One 
indicator of the human costs is elevated death rates. Studies suggest that protein- 
energy malnutrition (PEM) and vitamin A and iron deficiency are all associated with 
higher infant and child death rates. We know that the relative risks of mortality for 
children increase exponentially with protein-energy malnutrition. Compared to 
normal children, the relative risks are 2.5 for children who are 70-79 percent of 
median weight-for-age, 4.6 for children who are 60-69 percent of the median, and 8.4 
for children who are less than 60 percent of the median (Pelletier et al. 1994). Using 
these relative risks, malnutrition is associated with 2.8 million child deaths per year 
in low-income Asia (51 percent of child deaths). If PRC is excluded from the com- 
parison, then malnutrition is associated with 56 percent of child deaths in the region 
(Table 1). Note that in these calculations, we assume that the relative risks of malnu- 
trition below six months are the same as for the 6-59 month age group, since data on 
child nutritional status and mortality rates by country are not readily available for the 
0-5 and 6-59 month age groups separately. Iron deficiency anemia 1s estimated to be 
associated with 23 percent of maternal deaths (Ross and Thomas 1996). Thus of the 
estimated 286,000 maternal deaths per year in the region, an estimated 65,000 are 
attributable to iron deficiency anemia (Table 1). 


a 


a 
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Table 1: Estimates of Excess Mortality Attributable to Malnutrition 


# Child Deaths # Due to Moderate/ # Maternal Deaths/ # Due to 


Country tyr, ‘000 Severe Malnutrition yr, ‘000 Anemia 
Bangladesh 327 215 24.3 5.6 
Cambodia 63 39 33.0 7.6 
PRC 970 287 19.6 4.5 
India 2,810 1,730 139.3 32.0 
Laos 30 17 1.5 0.3 
Nepal 95 5i 12.5 2.9 
Pakistan 687 367 17:1 3.9 
Sri Lanka 6 3 4.0 0.9 
Viet Nam 92 53 33.0 7.6 
Total 5,080 2,762 286.2 65.3 


Sources: Author’s calculations, using data in appendix tables 1 and 2, and information on 
relative risks from Peletier et al. (1994) and Ross and Thomas (1996). 


Recent meta-analyses have concluded that subclinical vitamin A deficiency is a 
far more important factor in child mortality than was previously realized. (Meta- 
analysis is a technique used to pool the information from several clinical studies, 
since these studies frequently have small sample sizes). It is estimated that the 
relative risk of mortality for a child with subclinical deficiency is 1.75 times that for a 
nondeficient child (Ross 1996). If subclinical deficiency is 10 percent throughout the 
entire region, then 0.36 million child deaths per year could be averted with a success- 
ful program of vitamin A supplementation. Ten percent is likely to be a conservative 
estimate of the extent of subclinical deficiency. 

The economic costs associated with malnutrition are also very high. Studies 
suggest that protein-energy malnutrition and iron and iodine deficiency entail pro- 
ductivity losses. Malnutrition is associated with lost productivity in adults. Adults 
who are stunted or anemic have lower productivity, most noticeably in (but not 
restricted to) manual work. Cognitive losses associated with protein-energy malnu- 
trition in childhood, with childhood iron-deficiency anemia, and with being born to a 
mother with goiter, are more or less irreversible by the time a child reaches school. 
These cognitive losses are associated with lower productivity in adulthood. Malnu- 
trition also entails wasted resources in the health and education systems. Children 
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who are malnourished have greater needs for health care, and are more likely to 
repeat school years or to drop out of school. 

Even with conservative assumptions, the productivity losses associated with 
protein-energy malnutrition are very high (Table 2). A 1 percent deficit in adult 
height was found to be associated with a 1.38 percent reduction in agricultural wages 
in the Philippines (Haddad and Bouis 1991), and with a 0.3 percent decrease in rural 
wages in Pakistan (Alderman et al. 1996). This implies that adults who were moder- 
ately malnourished as children would be 2-6 percent less productive, and those who 
were severely malnourished 2-9 percent less productive, than their counterparts who 
were not malnourished. Studies suggest that iron deficiency anemia is associated 
with a 17 percent loss of productivity in heavy manual labour, and 5 percent in light 
blue-collar work (studies cited in-Ross and Horton 1998). 

The losses due to cognitive impairments resulting from childhood malnutrition 
are more pervasive but more difficult to quantify (Table 2). Estimates suggest that 
protein energy malnutrition in childhood is associated with a 15 point decrease in IQ, 
which in turn 1s associated with a 10 percent drop in earnings and hence productivity 
(Selowsky and Taylor 1973). Similarly, childhood anemia is associated with a 
decrease in score on cognitive tests of about one half of one standard deviation, 
which in turn is associated with a 4 percent decrease in hourly earnings (Ross and 
Horton 1998). The average productivity loss per child born to a mother with goiter 
is estimated as 10 percent (Ross 1997, based on a 3.4 percent chance that the child 
is a cretin with zero economic productivity, a 10.2 percent chance that the child has 
a severe cognitive impairment, associated with a 25 percent loss of productivity, 
and an 86.4 percent chance of mild cognitive impairment with a 5 percent loss of 
productivity). 


Table 2: Summary of Productivity Losses Associated with Malnutrition 


(percent) 
Current Losses Losses based on Childhood 
Type of Malnutrition (Manual Labor) Malnutrition (Cognitive) 
Protein-energy malnutrition 2-6 (moderate stunting) 10 


2-9 (severe stunting) 


Iron deficiency 17 (heavy labor) 4 

5 (blue-collar) 
Iodine deficiency n/a 10 
Vitamin A deficiency n/a n/a 


Sources: See discussion in text; Appendix Table 2. 
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Making estimates of the overall economic costs of malnutrition is difficult. One 
has to take different prevalences of anemia in men and women into account, . for 
example, and their different levels of participation in market economic activity and in 
heavy manual labor. Economic calculations are based only on market economic 
activity and exclude nonmarket losses although these may be socially very valuable. 
The calculations also require estimating the degree to which different conditions 
overlap, for example the degree of overlap between those adults who are currently 
anemic and hence less productive in manual labour, and adults who are stunted and 
therefore less productive in manual labour. Similarly there is undoubtedly an overlap 
between children who are currently deficient in iron and those who are stunted. It is 
even harder to estimate the overlap between those adults who are currently anemic, 
and adults who suffered either protein-energy malnutrition or iron-deficiency anemia 
as children that affected their cognitive development and hence adult productivity. 
(We would expect a high degree of overlap between stunting in adults and childhood 
stunting in those same individuals). The usual bias is to be as conservative as possi- 
ble and assume the maximum amount of overlap, such that the estimates of produc- 
tivity losses are lower bounds. 

Table 3 provides some estimates of the costs of malnutrition (based on lost pro- 
ductivity) estimated as a percentage of GDP for selected countries in the region. 
Even with conservative assumptions, the losses may exceed 2 or 3 percent of GDP, 
and substantially more if longer duration cognitive effects are included. Tables 1-3 
show that the human and economic costs of malnutrition in low-income Asia are so 
high that investments in nutrition are a very important priority. 


Table 3: Estimates of Productivity Costs of Malnutrition, 
Selected Countries, as Percent of GDP 


Losses of Adult Productivity 


Country Stunting Iodine Deficiency Iron Deficiency 
India 1.4 0.3 1.25 
Pakistan 0.15 3.3 0.6 
Viet Nam 0.3 1.0 1.1 

Losses Including Childhood Cognitive Impairment Associated with Iron Deficiency 
Country Cognitive Only Cognitive plus Manual Work 
Bangladesh 1.1 1.9 
India 0.8 0.9 
Pakistan 1.1 13 


Sources: Calculations for adult productivity from Administrative Staff College (1998), AERC (1998) and Horton 


(1998); cognitive impairments from Ross and Horton (1998). The data for India from Administrative Staff 
College are the “low scenario” and are about half the size of the “moderate scenario” losses, and only one- 
third the size of the “high scenario” losses. 
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Cost-effectiveness of Investments in Nutrition 


Studies suggest that nutrition investments can be quite inexpensive and replic- 
able on a national scale. Table 4 presents the unit costs of various nutrition interven- 
tions, which suggest that, with the exception of feeding and food subsidy programs, 
the costs are modest. However, unit cost information alone is not enough for policy 
analysis. Impact data is also necessary. The most comprehensive recent study of cost- 
effectiveness of health interventions in developing countries (Jamison et al. 1994, 
summarized in World Bank 1993) analyzed 52 health interventions, including nine 
with a main focus on nutrition. Six of the nutrition interventions ranked among the 
22 most cost-effective interventions (breastfeeding promotion, salt iodization, sugar 
fortification with vitamin A, semiannual mass dose of vitamin A, iodine injections 
for pregnant women, and daily oral iron for pregnant women), costing less than $25 
per Disability Adjusted Life Year (DALY) saved. The other three nutrition interven- 
tions ranked in the six next most cost-effective interventions (costing $25-75 per 
DALY: these included improved weaning practices for children, food supplements 
for children, and food supplements for pregnant women). 


Table 4: Approximate Unit Costs of Interventions with Effects on Malnutrition 


Intervention Cost/Beneficiary/Year (US$) 
Micronutrient fortification 

Iodine 0.05 

Iron 0.09 

Vitamin A 0.05-0.15 
Micronutrient supplementation 

Iodine 0.50 

Iron (per pregnancy) 1.70 

Vitamin A 0.20 
Mass media education programs 0.20-2.00 
Breastfeeding promotion 2.00-3.00 
Education programs (home gardening, 

growth monitoring, etc.) 5.00-10.00 
Community-based nutrition programs 

Less intensive 2.00-5.00 

More intensive 5.00-10.00 and up 
Feeding programs (per '000 cals/day) 70.00-100.00 
Food subsidy programs (per *000 cals/day) 36.00-170.00 


Sources: This table is table 6 in Horton (1999). Breastfeeding promotion: Horton et al: (1996). 
Less intensive community-based programs: Horton (1999). More intensive commu- 
nity-based programs: Mason (1998). Other programs: Horton (1992). Examples of 
less intensive programs with some reported effectiveness include BIDANI (Philip- 
pines: $2/child), PANP operated by Save the Children in Viet Nam ($4/child), and a 
UNICEF pilot project in Viet Nam ($2.60/child). See Horton (1999) for references 
and examples of more intensive programs that are reported as effective including 
TINP ($12/child: see Ho 1985). 
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These data suggest that micronutrient programs rank very high in cost- 
effectiveness, since they have low unit costs and their effects can be dramatic. 
Education programs to change behavior (for example education of mothers accom- 
panying growth monitoring, or to promote breastfeeding) can be equally cost- 
effective, if well designed. Feeding programs are in the next most cost-effective 
group of programs, as long as they are highly targeted and accompanied by strong 
complementary investments in nutrition education. Finally, credit programs or other 
programs that improve the access of poor households to resources can improve 
nutrition, although the effects may take some time. However, since the nutrition 
effects are more indirect, there are few, if any, good studies of the cost-effectiveness 
for nutritional outcomes of these complementary investments. 

More detailed studies give guidance as to how io design the most cost-effective 
programs. Studies of micronutrient interventions suggest that supplementation 
programs for micronutrients are around ten times more costly than fortification 
programs (for iron and iodine see Levin et al. 1990). Hence fortification would be the 
program of choice unless the target group is small (i.e., less than 10 percent of the 
population) and deficiencies in the nontarget population were not important. Sup- 
plementation would be the program of choice, for example, for supplying folic acid 
to pregnant women. 

There are also practical and logistical issues in micronutrient programs. For ex- 
ample, in Asia, iron fortification of cereals (one of the most important methods used 
in developed countries) is feasible for wheat-based diets but not cost-effective for 
rice-based diets. Fortification of vegetable oil with vitamin A is cost-effective in 
South Asia, but not in Southeast Asia and PRC, where purchases of vegetable oil are 
much lower. In all countries, there are remote regions that are not tied in to national 
food markets and are very hard to reach through national-level fortification pro- 
grams. Here, supplementation might be a viable alternative. 

Studies suggest that interventions for protein-energy malnutrition are more cost- 
effective at early ages (e.g., Taylor et al. 1984 for Narangwal, India). Feeding pro- 
grams for school-age children do not feature as a cost-effective intervention in the 
World Bank study (Jamison et al. 1994), although feeding integrated with micronu- 
trient supplements and deworming is cost-effective for this age group (del Rosso and 
Marek 1996). One finding emphasized in the countrv studies is that low birth weight 
is critically important in child malnutrition, particularly in South Asia and Viet Nam. 
Programs aimed at preschool children have to be complemented with programs 
aimed at pregnant women, and maybe even at female adolescents. This is a particu- 
larly difficult issue, given the weakness of primary health care and antenatal care in 
many low-income countries in Asia. Primary health care systems are relatively good 
in Sri Lanka, Viet Nam, and PRC (as reflected in the lower maternal and child death 
rates in Appendix Table 1), but they are weak in the other countries in South Asia 
and in Cambodia and Laos. The patterns in antenatal care are similar. Whereas 
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90 percent of women in Sri Lanka receive antenatal care, and 60 percent in 
Viet Nam, the figure is only 24 percent in Bangladesh and even lower in Pakistan 
(country studies). Good primary health care systems alone are not sufficient to reduce 
malnutrition, which remains high in Sri Lanka and Viet Nam. However, the absence 
of good primary health care systems in the other countries makes it more difficult— 
and probably more expensive—to improve nutrition. This suggests that different 
kinds of nutrition strategies may be required in the two groups of countries. 


Existing Nutrition Investments in Low-income Asia 


In most countries in low-income Asia, nutrition is an important component of 
national development plans. In some countries, there are separate National Plans of 
Action on Nutrition (Viet Nam, Sri Lanka, Cambodia, India), and these are 
frequently in place in middle-income Asian countries (Philippines, Thailand). In 
other cases, there may be a separate nutrition unit within the Ministry of Planning 
(Pakistan). Nevertheless, given the intersectoral nature of nutrition problems, prog- 
ress has been less rapid than desired and most countries other than PRC are unlikely 
to reach the goal of halving childhood malnutrition by the year 2005. 

Tables 2.1 and 2.2 in Mason, Hunt et al. (2001) provide information on existing 
investments in programs to address general malnutrition and micronutrient malnutri- 
tion, respectively. Tables 5 and 6 here provide information on the coverage of 
breastfeeding promotion programs and complementary efforts to reduce poverty and 
improve water and sanitation. 


Table 5: Breastfeeding Promotion Initiatives as of 1997 in Low-income Asia 


Country Interventions 

Bangladesh Medium compliance with BM code, legislation 1984, 1993; 20% of targeted hospitals 
and maternity centers are baby-friendly (139 hospitals) 

Cambodia ^ Weak compliance with BM code; no baby-friendly hospitals 


PRC Medium compliance with BM code; 6312 hospitals baby-friendly in 1995 

India Good compliance with BM code, legislation 1992, 1993; 1017 hospitals baby-friendly 
Laos Medium compliance with BM code, legislation 1993; 4 hospitals baby-friendly 

Nepal Good compliance with BM code, legislation 1992, 1994; 7 hospitals baby-friendly 


Pakistan Weak compliance with BM code. 35 hospitals baby-friendly (out of 62 district and 
22 divisional hospitals): however vast majority of births occur outside hospitals 

Sri Lanka | Good compliance with BM code; 97 hospitals baby-friendly; 85% of births occur in 

government institutions 

Viet Nam Medium compliance with BM code, legislation 1994; 23 hospitals baby-friendly, 

another 70 have received training (out of 63 provincial and 583 district hospitals) 

Note: Countries with good compliance with the code have enacted legislation as suggested in the international 
code; countries with medium compliance have enacted weaker or partial legislation; countries with weak 
compliance may have voluntary measures or measures still in draft. 

BM = Breastmilk 

Sources: RETA country studies; additional information from UNICEF (199723, 1997b). Ratings by UNICEF. 
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Table 6: Selected Investments Complementary to Nutrition in Low-income Asia 





Country Investments 


. Bangladesh 97% of households have safe water, 48% have sanitary latrines 


Poverty alleviation efforts include rural development (including food for work), 
vulnerable group development projects, microcredit 

Cambodia 36% of households have safe water, 14% have sanitary latrines 
Village development is a high priority (UNICEF, UNDP, WFP, World Bank Integrated 
Social Fund, NGOs involved); half of Public Investment Program is allotted to water, 
sanitation, education; 20% of households are headed by women; 47% of women are 
illiterate 

PRC 67% of households have safe water, 24% have sanitary latrines 
Existing provincial and municipal/commune level development plans often include 

l nutrition; government safety nets include urban food subsidies 

India 81% of households have safe water, 29% have sanitary latrines 
Public Distribution Scheme for food, not well targeted to improving nutrition; midday 
meal program for schoolchildren; many integrated development schemes; food for work 
programs are important (particularly in selected states) 


Laos 52% of households have safe water, 28% have sanitary latrines 
Nepal 63% of households have safe water, 18% have sanitary latrines 
Pakistan . 14% of households have safe water, 47% have sanitary latrines 


NGOs involved in poverty alleviation projects 

Sri Lanka 53% of households have safe water, 61% have sanitary latrines 
70% of population covered by oral rehydration treatment; transfers to poor account for 
6.7% of GDP; programs include Samurdhi (foods stamps, kerosene stamps, midday 

| meal), Janasivaya (gives cash and loans to very poor) 

Viet Nam 43% of households have safe water 22% have sanitary latrines; VAC program 
(animal/fish husbandry and gardening) strong but small-scale; Women's Union strong 
and of potential value in improving women's status 


Sources: RETA country studies, except UNICEF (1997c) for data on water and sanitation, which is derived from 


Table 7. 


Community-based interventions are the most expensive and involve the most 
administrative effort, in terms of replication on a national scale. India, Sri Lanka, and 
Viet Nam have the largest existing national programs in low income Asia. India's 
Integrated Child Development Services (ICDS) program covers approximately 
80 percent of all blocks (administrative units), but a lower proportion of the target 
population. It includes growth monitoring and a massive supplementary feeding 
component, and costs $150 million per year (Administrative Staff College 1998). 
Sri Lanka has nutrition-promotion activities (growth promotion, targeted supple- 
mentary feeding and some nutrition education) linked into its Maternal and Child 
Health services, and apparently succeeds in weighing over 80 percent of infants (but 
only about 20 percent of preschool children). Likewise, the targeted supplementary 
feeding program covers about half of pregnant women, one third of lactating mothers 
and two thirds of infants 7-12 months, and past internal evaluations and rapid 
appraisals suggest there is evidence of improvements in nutritional status after 
participation in these programs although no formal evaluations are available (Marga 
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Institute 1998). Finally, the program of the Committee for the Protection and Care of 
Children (CPCC) in Viet Nam currently covers 20 percent of the population, and 
includes growth monitoring, supplementary feeding, micronutrients (a limited 
amount of iron supplements for pregnant women and a vitamin A mass dose program 
that is not part of CPCC), and nutrition education. The program costs $2.2 million 
per year, or $0.83 per child, or $12.30 per malnourished child (National Institute of 
Nutrition 1998). The PRC also has province level programs for nutrition improve- 
ment. Community-level programs in these four countries provide a foundation for 
strengthening, improvement, and an increase in coverage to 100 percent of the target 
group. These countries (with the exception of India) have well-functioning primary 
health care systems, as evidenced by their superior performance on child and mater- 
nal mortality rates (Appendix Table 1). 

The other low-income countries in Asia have much more limited existing com- 
munity-level nutrition programming, and suffer from the additional disadvantage that 
they also lack well-developed primary health care systems (Bangladesh, Cambodia, 
Laos, Nepal, and Pakistan). Establishing national-scale community-level nutrition 
programs will be much more challenging in this environment. Antenatal care is also 
lacking in those countries with insufficient primary health care. Addressing the 
problems of low birth weight is very hard in the absence of an antenatal care 
network. 

Seven of the nine low-income countries have existing legislation on breastmilk 
substitutes (Pakistan and Cambodia being the exceptions). All except Cambodia have 
some baby-friendly hospitals promotion, and have made an encouraging amount of 
progress (20 percent of targeted hospitals in Bangladesh, 44 percent in Pakistan, and 
3 percent in Viet Nam are already baby-friendly, and many more have commenced 
training; see Table 5). The main issue here, however, is that, except in Sri Lanka, the 
vast majority of births in low-income Asia occur outside hospitals. Thus baby- 
friendly hospital initiatives need to be complemented by education initiatives at the 
community level. One advantage in the region is that levels of breastfeeding are high 
(although the duration for exclusive breastfeeding tends to be too short, and other 
practices, such as withholding colostrum, are not ideal). 

Despite the problems, there are a number of examples of successful and cost- 
effective community-based programs at pilot scale in the countries lacking existing 
national programs, as described in the country studies. These could be used as a basis 
for scaling up, at costs ranging from $2 to $10 per child per year. Although these 
expenditures are modest, it should be borne in mind that the average per capita health 
expenditure in the PRC is only about $11 and about $21 in India (public and private 
expenditures combined; World Bank 1993). Hence these programs need to be 
targeted, whether geographically or by other means, unless significant local resources 
can be mobilized. Thailand provides an excellent example of the success possible 
when communities are mobilized (Tontisirin and Gillespie 1999). 
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In the area of micronutrients, much remains to be done. Programs on iodine are 
furthest ahead, in that salt iodization is mandatory in almost all countries in the 
region (with the exception of Cambodia), however, monitoring capability needs 
strengthening. Even though the technical requirements are modest, governments do 
not have the capability to monitor food fortification at the local level. In Pakistan for 
example, local-level testing of iodized salt by the public was encouraged with the 
distribution of testing kits. However, salt iodization in Pakistan is the responsibility 
of a nongovernment organization. Another issue is the provision of additional iodine 
in areas where iodine deficiency is endemic and iodized salt is not available. In the 
PRC, UNICEF has experimented with iodine drips in irrigation systems. 

Progress has been more limited with vitamin A. Some of the South Asian 
countries require fortification of vegetable oil with vitamin A (mandatory in India 
and Pakistan, and some oil is fortified in Bangladesh), but monitoring and hence 
compliance are weak. Vegetable oil is not as suitable a fortification vehicle in 
Southeast Asia and PRC due to different consumption patterns. Bangladesh and 
India have national semiannual mass dose programs, but in Bangladesh these pro- 
grams reach mainly children one year and younger (through the EPI), and in India 
reach 25 percent of the target group. Nepal also has a mass dose program. In Cam- 
bodia, there is a vertical program, but it only delivers one dose per year instead of the 
recommended two. In Viet Nam, the mass dose program is still only at pilot scale, 
and such a program does not exist in the other countries. 

There has been least progress on iron fortification and supplementation, despite 
the very high levels of anemia. National-level fortification does not exist in the 
region, although India is currently testing iron-fortified salt. Several countries (in- 
cluding Bangladesh, Cambodia, and Pakistan) make some attempts at supplementa- 
tion for pregnant women, but coverage is low (only 1 percent of the target population 
in Bangladesh). 

We used the PROFILES model (described in detail in the Appendix) to esti- 
mate the benefit-cost ratios for hypothetical nutrition intervention programs in seven 
low-income Asian countries (Table 7), and the cost per death-averted (Table 8). The 
underlying parameters for the countries are given in Appendix Table 3, and the 
program costs in Appendix Table 4. The program analyzed is a hypothetical one, the 
same across all countries, incorporating intensive education and breastfeeding 
promotion, salt iodization, vitamin A mass dose and (for pregnant women) iron 
supplementation, which is phased in gradually over nine years in order to achieve the 
World Summit for Children goals by the tenth year. Current and future costs and 
benefits are analyzed (discounting the future at 3 percent, which is the usual rate for 
investments in the social sector). We do not attempt to analyze the benefit-cost ratio 
for iron fortification (which would be feasible in some countries for a portion of their 
population). We also do not consider variation in unit costs of interventions by 
country due to lack of data. However it is the author’s judgment that unit costs would 
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likely be higher in the countries without preexisting primary health care systems 
(Bangladesh, Cambodia, parts of India, Pakistan, Laos, and Nepal). 


Table 7: Benefit-cost Ratios for Nutrition Investments using PROFILES Methodology 


Deficiency © Bangladesh Cambodia PRC India Pakistan SriLanka Viet Nam 
lodine 13.48 1243 750 230 28.67 6.88 11.98 
' PEM 3.65 546 237 4.72 5.01 1.58 8.57 
Iron 3.94 528 3.59 4.10 0.87 10.25 6.12 
Total 7.16 7123 4.53 3.98 8.32 5.45 8.89 


Source: Author's calculations using PROFILES software as described in Ross (1997). Calculations were done using 
common (default) values of costs of nutrition interventions, and country data on prevalences, death rates, and 
economic variables (see Appendix Table 3). The benefit-cost ratio is calculated for an intervention, phased in 
over nine years, which aims to halve the prevalence of selected nutritional deficiencies. 


Table 8: Cost per Death Averted for Nutrition Investments, 
Using PROFILES Methodology in US$ 


Deficiency Bangladesh Cambodia PRC India Pakistan SriLanka Viet Nam 
PEM 150 103 501 149 175 1,112 298 
fron 4,971 9,659 48,445 7,467 14,820 93,714 48,862 
Vitamin A 16 161 229 231 76 493 28 


Source: Author's calculations using PROFILES software as described in Ross (1997). 


In interpreting the results, it is important to bear in mind that two of the inter- 
ventions (intensive education to reduce stunting and iron supplementation) each have 
two outcomes (productivity gains and deaths-averted), and two have only one out- 
come modelled (productivity losses in the case of iodine fortification, and deaths- 
averted in the case of vitamin À supplementation). We have not attempted to assign a 
dollar value to deaths-averted, and hence it is not possible to compare different 
interventions with different outcomes. 

The calculations suggest that nutrition interventions have benefits that exceed 
costs (Table 7), with the one exception of iron supplementation in Pakistan (where 
women's labor force participation is very low, and hence effects on marketed output 
are small; this is not to suggest that iron fortification in Pakistan is not socially 
valuable, simply that its effects are not captured by market-based indicators). Iodine 


+ 
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fortification has the highest benefit-cost ratio of all interventions in all countries 
except India (where the goiter figures are suspiciously low). 

The benefit-cost ratios vary quite widely. It should be borne in mind that the 
prevalence of goiter varies by a factor of 6 across the countries included, that the 
prevalence of anemia varies by a factor of 2, and stunting is twice as prevalent in 
some countries as in others. Moreover, women's participation in agriculture in 
Cambodia and Vietnam is 7 times higher than in Pakistan. Child mortality rates are 
almost 9 times higher in Cambodia than in Sri Lanka, and maternal mortality rates 
are almost 9 times higher in Cambodia than in PRC. These enormous variations in 
the underlying parameters account for the observed variation in benefit-cost ratios. 

Nutrition interventions also appear to be very cost-effective as public health 
interventions, when examining costs per death-averted (Table 8). Costs per death- 
averted by breastfeeding promotion/IEC are estimated as $100-$300 in the poorest 
countries (Bangladesh, Cambodia, India, and Viet Nam) and are also in the same 
range in Pakistan, which has surprisingly high levels of malnutrition given its higher 
per capita income. Estimated costs per death-averted for vitamin À mass dose are in 
the same range for all countries except for Sri Lanka, which has by far the lowest 
infant mortality rate in this group of countries. The estimated costs per death-averted 
for iron supplementation are markedly higher than for other interventions, because 
maternal death rates are lower than infant mortality rates (but note that iron supple- 
mentation also has effects on productivity). Comparing across countries, costs per 
death-averted are inversely related to levels of mortality. 

The results again suggest that nutrition interventions in low-income Asia are a 
high priority in terms of high benefit-cost ratios, and low costs per death-averted. If 
program costs are identical across countries, then the countries where interventions 
are highest priority are those with highest current death rates and prevalences of 
nutritional deficiency (Bangladesh, Cambodia and Viet Nam, the poorest countries, 
and Pakistan, which has surprisingly poor human resource indicators given its level 
of income). India is also a high priority, although the prevalence figures for micro- 
nutrient deficiencies appear to be underestimates. 

If costs for nutrition intervention programs are lower in countries with better 
primary health care systems, this would tend to improve the benefit-cost and cost- 
effectiveness ranking of PRC, Sri Lanka, and Viet Nam. However, we do not have 
good data on the variation of program costs across countries. 

Nutrition improvements also require complementary investments (refer back to 
Table 6). Without investments in water and sanitation, children may lose the. benefits 
of additional food intake due to parasite infestation and diarrhea. However, the costs 
of these investments per household are high. Water jars in areas where these are 
feasible can cost $10 per household, and latrines may cost $15 for the ceramic 
fixtures but closer to $100 per household if the cost of a structure is included (these 
figures are approximate, and based on experience in Thailand and Viet Nam). Safe 
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water is available to 64 percent of households in Sri Lanka, 45 percent of households 
in Viet Nam, and 70 percent of urban (but only 20 percent of rural) households in 
Pakistan. The case of Bangladesh, however, indicates that safe water supply alone is 
not enough. Although safe water is almost universally available in Bangladesh, 
substantial education efforts are necessary to ensure that everyone uses it (especially 
children). Investments in sanitation lag. Fewer than half of all households in the nine 
countries have sanitary latrines (Sri Lanka is the only exception), and in six of the 
nine countries, fewer than one third of all households have sanitary latrines. 

Poverty alleviation programs can also have important indirect effects on nutri- 
tion (refer back to Table 6). South Asia has in the past focused on public food 
distribution/ration schemes, which have been phased out in Bangladesh, Pakistan, 
and Sri Lanka (in Sri Lanka they were replaced by food stamps). There has been a 
growth in poverty alleviation efforts. Sri Lanka has fairly comprehensive national 
programs and Bangladesh has a heavy emphasis on credit, following several success- 
ful NGO-run schemes. Bangladesh and India have important food-for-work schemes. 
Integrated rural development schemes are a focus in Cambodia due to the overall 
deficiencies in infrastructure. One successful pilot program in Viet Nam is the VAC 
scheme (an acronym that stands for the Vietnamese words for animal and fish 
husbandry and gardening). Food subsidies remain important in urban PRC. All the 
countries have regions of particularly high need. In rural areas, these tend to be more 
remote and inaccessible and lacking in infrastructure, although other factors may also 
intervene. In Sri Lanka, the estate sector performs poorly with respect to nutrition. 
All of the countries (although to a lesser extent the PRC) also have urban slums, 
which are a high priority for intervention. 

With respect to the status of women, the gap between education of women and 
men tends to be largest in the poorest countries, and there are cultural and religious 
factors (including inheritance and support in old age) which increase discrimination 
against women, particularly in parts of South Asia and PRC. In the Southeast Asian 
countries and parts of southern PRC, the issue is perhaps less the status of women, 
and more that women have very heavy responsibilities in agriculture that are associ- 
ated with lower weight gain during pregnancy and with substitute childcare during 
busy agricultural seasons. Investments in poverty alleviation and in improving the 
status of women are long-term investments that will enhance the effectiveness of 
specific investments in improving nutrition; they are not substitutes for direct nutri- 
tional investments. 

Thus countries in low-income Asia have begun to make the important invest- 
ments necessary for nutrition improvement. Obstacles include: the costs (particularly 
for community nutrition programs and investments in water and sanitation), which 
are large relative to per capita income; administrative and technical capability (espe- 
cially for micronutrients, where costs are less of an obstacle); and, in. several coun- 
tries, the weak primary health and antenatal care systems, without which encouraging 
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community nutrition interventions will be more difficult and more costly. Some of 
the countries have existing nutrition investments which are not highly effective, such 
as large-scale public distribution systems, growth monitoring programs with limited 
impact, or programs focusing on older children rather than those under three years of 
age. These resources could be redirected to more effective programs. 


Opportunities for Additional Investments 


The previous section discussed existing investments and some of the gaps. This 
section focuses on the opportunities for investments, using also the information on 
costs and cost-effectiveness from above. We commence first with micronutrients and 
then move to investments that affect malnutrition more generally. 

All countries in the group could use technical assistance and financial support 
to set up monitoring capability for micronutrients. Several countries have units, often 
with the Ministry of Industry, to monitor product standards (for example the Pakistan 
Standards Control Authority), but these units do not usually have the capability to 
monitor micronutrient fortification. The level of technical capability need not be very 
high (in Pakistan the NGO involved in salt iodization spent only modest amounts to 
distribute testing kits to the public), but some monitoring is essential. Similarly, 
investments in “social marketing” of fortification do not have to be very high (again, 
in Pakistan the amount involved was around $1.5m), but the benefits in terms of 
sustainability are important. 

Initial investments involved in equipment for fortification can be relatively 
large, and here external support might be desirable. These costs were estimated for 
Pakistan as close to $1m for vitamin A (based on a cost of $7,000 per plant), and 
$9m for iron (based on a cost of $15,000 per plant, AERC 1998). However, it would 
probably be possible to reduce these costs substantially if the fortification machinery 
were made locally rather than imported. Once installed, however, as long as there is 
public acceptance; the consumer can bear the modest costs implied. For Pakistan, the 
annual costs were estimated as $0.09 per person per year for iron, $0.05 for vitamin 
A and $0.06 for iodine (AERC 1998). 

Logistical considerations are also important for micronutrient fortification, the 
identification of an appropriate vehicle being one prime issue (see Lotfi et al. 1996 
for further discussion). In cases where wheat flour is a staple (Pakistan, parts of 
Bangladesh and India, and urban areas in other countries) fortification of wheat flour 
with iron would be an obvious step. In other countries, investigation of suitable 
vehicles for iron fortification is necessary. Possible candidates include double 
fortification of salt (iron/iodine), soy sauce, etc. Even with iron fortification, supple- 
mentation for pregnant women will remain necessary, and should form one compo- 
nent of antenatal care. Legislation 1s also necessary to mandate levels of fortification. 
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In the case of iodine, salt iodization should be made mandatory in all remaining 
countries as soon as possible, and monitoring and enforcement improved. Special 
projects should continue in goiter-endemic areas not reached by iodized salt from the 
national market. 

For vitamin A, a three-pronged approach is recommended. The first component 
is mass doses (semiannual), which can be integrated into maternal and child health 
care programs, and given to children below three years of age and to women imme- 
diately postpartum. (Given the risks of mass dose of vitamin A in women with 
undetected pregnancy, this is the safest way to reach women). Reaching infants at six 
months and one year is feasible in combination with EPI, and could be integrated 
with growth monitoring for children below three years of age. A second component 
of the approach would be fortification. In South Asia, establishing monitoring of 
existing fortification of vegetable oil would be helpful (this may require assistance 
with provision of fortification equipment), and possibly some small technical studies 
on optimal storage and packaging to maintain quality of the fortificant. Finally, a 
long-term solution is to promote the growth and consumption of foods rich in vitamin 
A, particularly among pregnant and lactating women, and small children. (We do not 
include here treatment of measles cases with vitamin A, since this is more a compo- 
nent of primary health care than a nutritional concern.) If successful programs for 
iron, iodine, and vitamin A can be established, other micronutrients may be included, 
particularly zinc, and in some areas of the PRC, vitamin D. 

Turning now to programs with more general effects on nutrition, baby friendly 
hospital initiatives should continue and be extended to cover all hospitals. Although 
these only reach a minority of women in many countries, they are an important 
complement to initiatives at the community level. If richer, urban women are those 
who give birth in hospital, their behavior should act as a positive role model for other 
women in the country. Enacting legislation on breastmilk substitutes should be a 
priority in those countries without such legislation (Cambodia and Pakistan), as 
should be improving compliance in those countries with partially successful existing 
legislation (Bangladesh, PRC, and Laos). 

Community-level initiatives require the most financial and administrative 
resources. As discussed above, countries in the region fall into two groups: those 
with strong primary health care/antenatal care, and those with weaker systems. In the 
former case, it is feasible to consider extending the system and intensifying nutrition 
activities, which could be achieved by training existing health workers, and recruit- 
ing nutrition workers and/or nutrition volunteers as for example in Thailand. The 
advantage is that existing health workers can provide support and supervision. This 
in turn. requires investments in training, training materials, and initial equipment 
(scales), as well as recurrent expenditures (micronutrient supplements, deworming 
tablets in endemic areas, growth charts etc). Although the cost of supplies is very 
modest per child, nonetheless costs become very substantial at anything approaching 
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‘national scale. Countries may wish to follow the approach adopted by Thailand (and 


also the PRC in the 100 counties model), and begin with the highest priority areas. 
Programs also necessarily differ between urban and rural areas. In urban areas, slums 
are a high priority, but it may be very hard to use volunteers in such areas. By defi- 


‘nition, high priority rural areas are most likely to be remote or difficult to access, 


have dispersed populations, and lack basic facilities such as a local doctor, clinic, 
or school. 

In countries without adequate primary health care and antenatal care, it is 
harder to imagine implementing community nutrition programs on a stand-alone 
basis. Cost-effectiveness data suggest that some primary health interventions (immu- 
nization against DPT, measles, TB, rotavirus and hepatitis B, treatment of measles 
with vitamin A, use of antibiotics for acute respiratory infection and ophthalmic 
ointment at birth), as well as micronutrient interventions have very high priority. 
Once these programs have been implemented, then interventions aimed at protein- 


energy malnutrition should be added, along with antenatal care. However, investing 


in primary health care, antenatal care, and community nutrition is relatively costly. In 
Bangladesh where primary health care is weak, the Bangladesh Nutrition Interven- 
tion Program costs $18/child (Mason, Hunt et al. 1999), likely in part because super- 
vision and support from the primary health care system is not available. In countries 
without existing primary health care, nutrition interventions would have to be targeted 
to the most vulnerable population, rather than aiming for populationwide coverage. 

In terms of complementary investments, additional investments in water and 
Sanitation are vital in all countries. Some countries have identified regions where 
these are a particular bottleneck, for example in selected regions in the PRC (using 
factor analysis, Chen 1996), and in Viet Nam, often related to the use of human feces 
in agriculture. Cost-effective methods can be adapted from existing pilot projects. 
Viet Nam has innovative water tank and water jar schemes, wherein villages are 
provided with a rotating fund and with technical assistance to construct demonstra- 
tion projects. Thailand also has similar experience. 

These nutrition investments need to be complemented with poverty: alleviation 
policies and with improvements in women’s status. Smith and Haddad (1999) find 
that status of women (as measured by female education relative to male, and female 
life expectancy at birth relative to male) are two significant underlying determinants 
of malnutrition. Poverty alleviation and improvements in women’s status are desired 
for other reasons and not only for their effects on nutrition. These policies are 
complements to—and not substitutes for—specific nutrition programs. 

The literature provides some guidance on the size and duration of investments 
required. Since the investments have greatest effect on infants and young children, 
thé main payoffs in productivity benefits will take 15-20 years to appear, although 
the benefits in decreased mortality should be seen within the first few years. The Thai 
experience suggests that such efforts over a 10-year period can achieve remarkable 
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results. Note, however, that Thailand’s economy was growing at almost 8 percent per 
annum in the 1980s, and that its per capita income even in 1980 was more than twice 
that of the richest of the nine low-income countries examined here. In slower grow- 
ing countries, starting from a lower level of income, the nutritional investments might 
need to continue over a longer time (albeit perhaps targeted geographically rather 
than being national in scale). 

Investments of the scale required are feasible. For comparison purposes, the 
World Bank (1993) estimates that EPI costs about $15 per “fully immunized child”. 
Micronutrient interventions are of the order of $1-2 per person, and may be passed 
on to consumers in the case of fortification. Costs of community nutrition interven- 
tions vary. There are some programs in the range of $2-$5 which are thought to be 
effective (but for which no formal evaluation exists), and some in the $5-$10 per 
child range with demonstrated cost-effectiveness (Table 4). This suggests that if 
these programs are focused on children below two years of age (or possibly below 
three), and carefully targeted (for example geographically), they are affordable. 

Are there existing expenditures on nutrition which can be reallocated? Some 
existing projects are not well designed and not as efficient at reaching their goals, 
and here some effort at assessing outcomes and redesigning interventions is desir- 
able. Feeding programs overall need much work. Unless they are well targeted and 
combined with nutrition education (the Tamil Nadu Integrated Nutrition Project is a 
success story), they are not sustainable. These programs need to target education to 
parents, and to train primary caregivers to improve caring practices. Sometimes food 
is used as an incentive to improve attendance at health clinics. It might be more 
sustainable to use the food as payment in kind to train and maintain a network of 
community volunteers. In other cases, the motivation for a feeding program is clearly 
not nutrition but something else, for example, programs that provide lunch for girls 
to encourage their school attendance. These projects can be valid, although their 
primary rationale is not a nutritional one. However, it is apparent that additional 
resources need to be directed towards the improvement of nutrition, and the discus- 
sion above has demonstrated that such investments are highly cost-effective. 


Conclusion 


The “Asian enigma” need not remain an enigma. Much has been learned about 
how nutrition interventions can help the 125 million malnourished children in low- 
income Asia. It is not enough to rely on the growth of income to reduce malnutrition. 
The social costs of malnutrition are enormous. In low-income Asia, 2.6 million child 
deaths per year are associated with protein-energy malnutrition, 0.36 million child 
deaths per year with vitamin A deficiency, and 65,000 maternal deaths per year with 
iron deficiency anemia. We do not attempt to measure the economic costs of these 
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deaths. The economic costs of reduced productivity are at a minimum 1-2 percent of 
GDP and likely more, since the most pervasive effects (associated with poor cogni- 
tive development of children) are hardest to quantify. 

Nutrition interventions are highly cost-effective. Micronutrient fortification and 
supplementation are as urgent as primary health care. Once countries have imple- 
mented these minimal interventions, the next highest priority, along with basic ante- 
natal care, is community-based interventions to reduce protein-energy malnutrition. 

Low-income countries in Asia have begun to act on micronutrients, with the 
most progress on iodine, followed by vitamin A, and very little progress on iron. 
There are opportunities for investments in this area with very high pay-offs, both 
economic and social. All the countries have commenced baby-friendly hospital 
initiatives, which may be important for their demonstration effects since urban, more 
affluent women are the main group who give birth in hospitals. All but two of the 
countries have some legislation in place on breastmilk substitutes, with varying 
degrees of enforcement. At least three countries have begun to develop large-scale 
community-based nutrition initiatives (these three, with the partial exception of India 
and the addition of PRC, also have the best-developed primary health care systems). 
Other countries have successful pilot-scale projects that can be used for replication, 
but face the bigger challenge that their primary health care systems are weak and 
antenatal care scarcely exists. Investments in water and sanitation are key to improv- 
ing nutrition in some specific regions. Long-term efforts in poverty alleviation, as 
well as improving the status of women, have important indirect benefits for nutrition. 
Intensification of all these efforts will be necessary if the World Summit for Chil- 
dren’s goal of halving childhood malnutrition within ten years is to be reached. 
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Appendix 
PROFILES: Calculating the Effects of Malnutrition 


on Economic Productivity, Health, and Survival 
by Jay Ross, Academy for Educational Development 


General Approach 


PROFILES is a process and a set of scftware tools designed to quantify the effects of malnu- 
trition on a variety of outcomes of importance to policymakers. The development and use of 
PROFILES has been described recently elsewhere (Burkhalter et al. 1999), PROFILES requires the 
user to provide data on the prevalence of protein-energy malnutrition, vitamin A deficiency, goiter, 
and anemia in a variety of severity categories and demographic groupings. These data are usually 
obtained from representative national surveys, where available, or are estimated from other sources 
such as smaller surveys, scientific studies, or surveys in adjacent countries. A variety of other data 
such as employment rates, wages, baseline morbidity and mortality rates, costs of health care, 
exchange rates, etc. are also required. Coefficients used in the computational models (derived from 
the scientific literature) and demographic estimates (derived from current UN population projec- 
tions) are provided in the spreadsheets. 

The demographic, nutrition and other data for a particular country comprise a scenario, com- 
puted in this application over the 9-year period from 1997 to 2005. PROFILES estimates the 
benefits of a policy or program by comparing a scenario in which the rates of malnutrition remain 
unchanged over the course of the projection with another in which the proposed program or policy 
is implemented and malnutrition is reduced over the same period. These benefits are summed over 
the scenario and compared with the costs of the program to permit calculation of benefit-cost and 
cost-effectiveness ratios as presented in Tables 7 and 8. The PROFILES models used to generate 
these estimates are described below. Key assumptions regarding malnutrition prevalence and 
intervention costs are given in Appendix Tables 3 and 4, respectively. 


Effects of Malnutrition on Productivity 


PEM. Evidence for the relationship between protein-energy malnutrition (PEM) and pro- 
ductivity comes from an extensive literature spanning several fields including nutrition, physiology, 
economics, and history, reviewed by Martorell (1996). The underlying mechanism for the relation- 
ship between nutrition and productivity is not well-understood, but may be due to effects on 
internal organ systems and physiological functions, with height serving only as a marker for these 
less visible effects. 

The model is derived from one first suggested by Pinstrup-Andersen et al. (1993). It predicts 
the productivity effects of moderate and severe stunting in the current two-year old population 
assuming that the percentage reduction in adult height is 4.375 percent and 6.25 percent for 
moderate and severe stunting, respectively, and for each percentage point reduction in adult height 
there is a 1.38 percent reduction in wages (Haddad and Bouis 1991). Since not all children will 
work in affected occupations (manual labor), the "effective employment rate" for this model is 
defined as the percentage of the population actually working in manual labor sectors (agriculture, 
forestry, and fisheries). This "effective employment rate" is intended to capture the labor force 
participation rate, the employment rate and the proportion of the labor force that is engaged in 
manual labor. This rate is further reduced by two thirds, since not all tasks within manual labor are 


- 
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assumed to be affected. Future wages are discounted at 3 percent per year, after adjusting for 
normal mortality at each year of life. Any effects due to mile stunting are not counted. 


IDD. Iodine deficiency during pregnancy is known to hinder the development of the fetus, 
resulting in a broad spectrum of mental and physical impairments. Evidence from seven countries 
suggests that approximately 3.4 percent of all births to iodine deficient women are cretins and 
another 10.2 percent are mentally impaired (Clugston et al. 1987). 

Although no studies have measured the productivity losses resulting from mental impairment 
due to iodine deficiency during pregnancy, Levin et al. (1993) estimate that cretins have no 
productivity and that the other severely mentally impaired persons (due to iodine deficiency) are 
25 percent less productive relative to unaffected individuals. There is evidence that virtually all 
infants born to mothers with goiter suffer some intellectual handicap due to brain damage. The 
meta-analysis of Bleichrodt and Born (1994) suggests that there is an average 13.5 point reduction 
in IQ in iodine deficient communities. This is a communitywide impairment in intellectual 
functioning that must have serious productivity consequences for all but the least intellectually 
demanding tasks. For purposes of calculations here, we estimate that children born to mothers with 
goiter who are neither cretins nor severely impaired are 5 percent less productive than normal 
children. Considering that 13.5 points is a communitywide average, that it is equal to almost a full 
standard deviation in the distribution of normal IQ, and that we are applying this reduction only 
to children born to mothers with palpable goiters, the 5 percent reduction is probably a conser- 
vative estimate of the total impact of iodine deficiency on the productivity of children in affected 
communities. 

The IDD-productivity model uses the total goiter rate as the proportion of newborn affected 
and divides these between cretins (3.4 percent), severely impaired (10.2 percent) and the rest (86.4 
percent). For each of these groups of infants, the model assumes productivity losses of 100 percent, 
25 percent and 5 percent, respectively. As for the PEM-productivity model, future wages are 
discounted at 3 percent per year, after adjusting for normal mortality at each year of life. 


Anemia. Iron is a component of hemoglobin, the oxygen-carrying component of the blood: 
Low hemoglobin is therefore both an indicator of poor iron status and of low oxygen carrying 
capacity. Because of the importance of adequate blood oxygen levels for mental function, fetal 
development, and physical activity, iron deficiency anemia has a range of consequences on health, 
performance, and survival. 

The model used here only estimates the effect of anemia on productivity in the adult female 
agricultural labor force. Levin et al. (1993) report that workers with iron deficiency anemia are less 
productive at physical labor than non-anemic workers, producing 1.5 percent less output for every 
1.0 percent their hemoglobin is below standard. This conclusion is based primarily on a study in 
Indonesia by Basta et al. (1979) but is supported by an extensive literature (Levin et al. 1993). In 
the model used here, we use a more conservative estimate of the elasticity of productivity with 
respect to hemoglobin of 1.0, in acknowledgment of the methodological concerns of Behrman 
(1992). 

To estimate the average severity of anemia, we assume that half of all anemic subjects have 
mild anemia, a third have moderate anemia and a sixth have severe anemia. This yields an average 
hemoglobin deficit (as a percent of the sex-specific standard) of about 11 percent. If the distribu- 
tion of hemoglobin values in a particular country is known then this value can be calculated more 
precisely. 
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Effects of Malnutrition on Mortality 


PEM. A meta-analysis of the findings of eight studies from five countries (Bangladesh, 
India, Malawi, Papua New Guinea, and Tanzania) by Pelletier et al. (1994) reveals that in children 
under five years of age, the risk of death increases exponentially as protein-energy malnutrition (as 
assessed by low weight-for-age) becomes more severe. Even though malnutrition prevalence, 
morbidity patterns, and mortality rates vary across countries, the same exponential relationship is 
consistently observed, suggesting an underlying biological relationship between malnutrition and 
mortality. Based on these findings, the model assumes that children with mild, moderate and severe 
malnutrition face, respectively, 2.5, 4.6 and 8.4 times the risk of dying as children with no malnu- 
trition (Pelletier et al. 1994). The population attributable risk (PAR) for each severity category is 
calculated as a function of these relative risks and the prevalence of underweight in each severity 
category. To calculate the number of deaths attributable to malnutrition the spreadsheet multiplies 
the total PAR, summed across severity categories, by the number of deaths in children 6-59 months 
of age. 


Vitamin A Deficiency. A meta-analysis of vitamin A supplementation trials concluded that 
children aged 6-59 months living in vitamin A deficient areas who received vitamin A supplements 
were, on average, 23 percent less likely to die than children not receiving supplements (Beaton et 
al. 1993). The model calculates vitamin A related deaths as a function of the relative risk of death 
for a child with vitamin A deficiency taken as 1.75 (Ross 1995), the prevalence of vitamin A 
deficiency, and the number of deaths in children 6-59 months old. 


Anemia and Maternal Mortality. In their review of five Asian studies, Ross and Thomas 
(1996) estimate that about 23 percent of maternal deaths are attributable to anemia, either directly, 
or by contributing to the risk of death due to hemorrhage and other causes. In the spreadsheet 
model, maternal deaths due to anemia are calculated as a function of the number of births in a given 
year, the maternal mortality ratio, and the proportion of maternal deaths attributable to anemia 
(with 0.20 as the suggested default value for Asia). Not all anemia is due to iron deficiency. 
Therefore to estimate cost-effectiveness, assumptions must also be made at the program level about 
the expected impact of iron interventions on the prevalence of maternal anemia. 


a 
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Appendix Table 1: Selected Macro Indicators, Low-income Asia 


Country GDP/Capita, 1995 US $ Population (million) CBR per ‘000 
Bangladesh 240 120 23.7 
Cambodia 270 10 35.4 
PRC 620 1,200 17.2 
India 340 929 26.3 
Laos 350 5 45.2 
Nepal 200 21 39.6 
Pakistan 460 130 38.6 
Sri Lanka 700 18 17.8 
Viet Nam 240 73 28.0 


Sources: GDP, population from World Bank (1997); crude birth rate from UNDP (1997). 


Appendix Table 2: Protein-energy Malnutrition (Children <5) 
and Selected Mortality Rates, Low Income Asia 


Moderate Severe Maternal MR Under 5 MR 
Country Malnutrition Malnutrition (per ‘00,000) (per ‘000) 
(%) (%) 
Bangladesh 35 21 850 115 
Cambodia 33 7 900 174 
PRC 16 — 95 47 
India 32 21 570 115 
Laos 28 12 650 134 
Nepal 31 16 1,500 114 
Pakistan 25 13 340 137 
Sri Lanka ` 31 7 140 19 
Viet Nam 34 11 160 45 


Note: Severely malnourished is defined here as more than 3 standard deviations below the median weight for age, 
and moderately malnourished is between 2 and 3 standard deviations below the median. 
Sources: Nutritional data from UNICEF (1997c); mortality rates (MR) from UNDP (1997). 
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Appendix Table 3: Key Assumptions: PROFILES Calculations 


Variable Bangladesh Cambodia 
Prevalences (%) 
PEM mild 48.9a 35 
PEM moderate 18.5a 16.6 
PEM ‘severe 6.5a 3:2 
Stunting moderate 28a 26.2 
Stunting severe 32a 29.8 
Subclinical VAD 17 40 
Goiter 47 20 
Anemia 

(pregnant women) 74 60 
Anemia 

(nonpregnant women) 75 55 
Rates 
MMR per ‘00,000 850b 452 
IMR per ‘000 85b 115 
Child DR per ‘000 115b 181 
Economic variables 
Employed population 

in agriculture (96)  38.0c 53.7¢ 
Employed population 

(%) 64.5c 72.5c 
Females employed 

in agriculture (70) 26.6c 53. 7c 
Annual wage (US$) 264c 300 


Note: For definition of variables see Ross (1997). 


Sources; Country studies, except: 


a total (moderate+severe) from country study, allocated in same proportion as India. 


b UNDP (1997). 


¢ Labor force participation from World Bank (1997), agriculture share from UNDP (1997). 
d Used 1.1 X per capita GDP (country data not readily available). 
e Country PROFILES work uses 3% but this is likely to be visible goiter only. 


PRC 


42.6 


49.6 


40,2 
289 


India 


570b 


115b 


37.5c 


60.5c 


19.2c 
374d 


f Figures from country study appear to be underestimates. 


Pakistan Sri Lanka 


300 


117.4 


19.2 


40.4 


7.3 
788 


Viet Nam 
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Appendix Table 4: Costs for Hypothetical Nutrition Interventions, 
for PROFILES Calculations 


Type of Undernutrition/Intervention Cost 

Protein-energy malnutrition 

Breastfeeding promotion $2.50/newborn/year 
Intensive targeted growth promotion $5/infant/year 

Percentage of population needing 

intensive education campaign 20% 

Iodine 

Fortification (whole population) $0.04/capita/year 
Capsules for pregnant women $0.50/pregnancy/year 
Intensive education campaign for iodized salt $1million (whole country) 
Iron 

Iron supplement (pregnant women) $2.50/pregnancy 
Vitamin A 

Twice-annual mass dose (children 3 and under) 

and women postpartum $0.10/dose, i.e. $0.20/child/year and $0.10/birth 


Sources: Costs are estimates, described in Ross (1997) and using Horton (1992). Costs of vitamin A mass dose were 


inflated to current dollar terms. Note that current costs in Viet Nam (supplement only but not distribution) 
are only $0.08/year (National Institute of Nutrition 1998). 
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Nanak Kakwani and Ernesto M. Pernia 





Abstract. This paper attempts to explain the concept of “pro-poor growth”, and 
argues that it represents a major departure from the “trickle-down” phenomenon. It 
proposes a new indicator—the pro-poor growth index—that measures the degree to 
which growth can be considered to be pro-poor. The new indicator is used to analyze 
the nature of economic growth in three countries, namely, Republic of Korea, Lao 





Introduction 


he renewed focus on poverty reduction as the principal goal of develop- 

ment has generated keen interest in the concept of “pro-poor growth". 

What it is and how it works have become hotly debated issues. The begin- 

nings of this debate may be traced to the 1950s, but the World Bank's 

Redistribution with Growth (Chenery et al. 1974) sets an important milestone. 

Although the phrase pro-poor growth was not commonly used then, the concept 

underlay discussions on ways to alleviate poverty in developing countries. Pro-poor 

growth was also implicit in “broad-based growth" that pervaded the World Develop- 

ment Report 1990 (World Bank 1990). ADB's Fighiing Poverty in Asia and the 

Pacific: The Poverty Reduction Strategy (ADB 1999, 6) indicates that “growth is 

pro-poor when it is labor absorbing and accompanied by policies and programs that 

mitigate inequalities and facilitate income and employment generation for the poor, 
particularly women and other traditionally excluded groups." 

This paper attempts to explain the concept of pro-poor growth. It first reviews 

the earlier notion of “trickle-down” development, then argues why pro-poor growth 

represents a major departure from that approach. It next discusses the issue of the 
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efficiency-equity trade-off, and points out that pro-poor policies and institutions 
could actually promote both equity and efficiency. The paper then goes on to develop 
an index of pro-poor growth that is applied to the empirical cases of Republic of 
Korea (henceforth Korea), Lao People’s Democratic Republic (Lao PDR), and 
Thailand. The paper concludes with some suggestions to facilitate the use of the 
proposed index. 


Trickle-down Development 


Trickle down was the dominant development thinking in the 1950s and 1960s. 
It implies a vertical flow from the rich to the poor that happens of its own accord. 
The benefits of economic growth go to the rich first, and then in the second round the 
poor begin to benefit when the rich start spending their gains. Thus, the poor benefit 
from economic growth only indirectly through a vertical flow from the rich. It 
implies that the proportional benefits of growth going to the poor will always be less. 
The incidence of poverty can diminish with growth even if the poor receive only a 
small fraction of total benefits. 

However, it is also possible that high economic growth increases poverty. This 
can happen when inequality increases so much that the beneficial impact of growth is 
more than offset by the adverse impact of rising inequality. Bhagwati (1988) calls 
this “immiserizing” growth. He gives a scenario where the more affluent farmers 
adopt new seeds and raise grain production that results in lower prices. By contrast, 
the marginal farmers, who cannot adopt the new technology, find their stagnant 
output yielding even less income. Thus, the green revolution may immiserize the 
poor. This situation may be rare, however, because in the long run, the marginal 
farmers may also catch up with the new techniques. The more common case is where 
the poor farmers also benefit from economic growth but to a much smaller extent 
than the better-off ones. 

A recent study at the World Bank by Dollar and Kraay (2000) concludes that 
the income of the poor rises one-for-one with overall growth. This general relation- 
ship between the income of the poor and per capita gross domestic product (GDP) 
growth hoids in a sample of 80 countries over four decades. An important implica- 
tion of this research is that growth is good for the poor irrespective of the nature of 
growth. Economic growth over a period of four decades has not changed the relative 
inequality; the proportional benefits of growth going to the poor are the same as 
those enjoyed by the nonpoor. 

Dollar and Kraay suggest that governments need not follow pro-poor growth 
policies. They should simply maximize economic growth provided they avoid high 
inflation and maintain fiscal discipline. Although these findings provide a strong 
argument for the theory of trickle-down development, the conclusions are not 
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convincing. Since the concepts and measurements of income, inequality, and poverty 
are not consistent across countries, the results of the analysis do not seem robust. 
Cross-country regressions are generally indicative of average trends; individual 
country experiences can vary quite significantly. 


Poverty Reduction and Pro-poor Growth 


Poverty reduction is about improving human well-being, in particular that of 
poor people. Well-being is about the life people live; what they can do or cannot do. 
Sen (1987) articulated the concept of well-being in terms of functionings and capa- 
bilities. Functioning 1s an achievement whereas capability is the ability to achieve. 
Thus, functionings are directly related to what life people actually live, whereas 
capabilities are connected with the freedom people have in their choice of life or 
functionings. Broadly, pro-poor growth can be defined as one that enables the poor to 
actively participate in and significantly benefit from economic activity. It is a major 
departure from the trickle-down development concept. It is inclusive economic 
growth. Its outcome should be that no person in society is deprived of the minimum 
basic capabilities. For instance, everyone should be adequately nourished, no child 
should be allowed to die prematurely, and people should be able to enjoy long and 
satisfying lives. 

The poor have much lower well-being than the nonpoor because they lack the 
resources to satisfy the minimum basic necessities of life. The growth process that 
results from market forces generally benefits the rich proportionally more than the 
poor. This is because the rich have inherent advantages (e.g., human and material 
capital) in a market economy. Moreover, in many countries, governments knowingly 
or unknowingly adopt policies that are biased in favor of the rich. Consequently, the 
gap in well-being between the poor and the rich tends to persist, if not widen, over 
time. To foster the overall well-being of society, governments need to pursue policies 
that will reduce this gap. 

Promoting pro-poor growth requires a strategy that is deliberately biased in 
favor of the poor so that the poor benefit proportionally more than the rich.’ Such an 
outcome would rapidly reduce the incidence of poverty so that those at the bottom 
end of the distribution curve of consumption would have the resources to meet their 
minimum basic needs. 


‘This is implicit in ADB’s Fighting Poverty in Asia and the Pacific (1999), which favors policies and programs 
that benefit the poor more than the rich (see http://www.adb.org/documents/brochures/fighting poverty/default.asp). 
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A pro-poor growth strategy entails the removal of institutional and policy- 
induced biases against the poor, as well as the adoption of direct pro-poor policies. 
For instance, discrimination on grounds of gender, ethnicity, and religion hurts the 
poor more than the rich; the same can be said of artificial barriers to entry into certain 
trades and professions, or into the formal labor market in general. Macro policies that 
tend to constrain pro-poor growth include such policies as overvalued exchange 
rates, big-city-oriented industrial location policies, and public infrastructure spending 
biases toward urban areas and against rural areas. Similarly, there are micro policies 
that work against the poor’s welfare, such as monopoly powers enjoyed by some 
firms that result in high prices, subsidized public utilities (e.g., low water fees), state 
universities (low student fees) that benefit primarily the nonpoor, and housing policy 
(rent control) that limits housing supply. 

Direct pro-poor policies are also required. These include adequate public 
spending for basic education, health and family planning services, improved access 
to credit, and the promotion of small and medium enterprises. A well-administered 
progressive tax system is also pro-poor. Typically, this means a heavier reliance on 
personal income taxation, which is progressive, rather than on indirect taxation, 
which is regressive.’ Unfortunately, in many developing countries revenue genera- 
tion depends much more on indirect than on direct taxes. 


Equity and Efficiency Trade-off 


Critics would argue that a pro-poor growth strategy gives rise to distortions in 
the economy, resulting in inefficiencies or loss of growth. Such loss of growth may 
be so much that the overall well-being of society falls. This is the old argument of 
trade-off between equity and efficiency. Do pro-poor growth policies necessarily 
create inefficient outcomes? Probably not. More likely, the result depends on specific 
policies implemented. If they do, then it may also be argued that pro-rich growth 
policies also create as many, if not more, distortions, thereby resulting in lower than 
optimum output. The issue of trade-off is closely related to the choice of a social 
welfare function. If the concern is more about the well-being of the poor, then greater 
weight must be given to those at the bottom of the distribution than those at the top. 
In such a situation, the contribution of efficiency to social welfare will be small. 
Thus, it may be reasonable to focus more on the equity aspects of pro-poor growth, 
though efficiency plays a critical role in poverty reduction policies. Nevertheless, the 
magnitude of its impact on social welfare compared with the gains that result from 
improved equity needs to be assessed. 


2 An indirect tax system can be made pro-poor by exempting those items that are consumed proportionally more 
by the poor than the rich. 
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It should also be pointed out that the removal or correction of the various anti- 
poor institutional constraints and policy-induced biases mentioned above may 
actually improve market efficiency besides promoting equity (Pernia and Quibria 
1999). Likewise, social policy ensuring adequate provision of education and health 
services to the poor will improve their productivity and contribution to the economy. 


Operationalizing Pro-poor Growth 


How can the concept of pro-poor growth be made operational? When can one 
say that growth is pro-poor? And if so, to what degree? It would be a futile exercise 
to attempt to arrive at a single indicator of pro-poor growth because such growth 
relates to changes in people’s well-being, which is multidimensional. Ideally, the 
measurement of pro-poor growth should incorporate all the capabilities that enhance 
human well-being. But this is hardly feasible. So, one needs to select the most 
important capabilities affecting the quality of life, using some value judgment. The 
next step is to construct indicators for each of the selected capabilities that describe 
different aspects of life. Each of these indicators should be able to reveal the degree 
to which economic growth is pro-poor with respect to a particular aspect. For 
instance, if as a consequence of economic growth, there is a marked improvement in 
poor people’s utilization of health services, then such growth may be regarded as 
pro-poor. Similarly, if there is a significant reduction in child labor and an improve- 
ment in education, then such growth may be considered pro-poor because child labor 
is almost entirely concentrated among the poor. 

Researchers at the Institute of Development Studies of the University of 
Sussex, United Kingdom attempted to arrive at a simple operational definition of pro- 
poor growth using a measure called the “poverty bias of growth” (McCulloch and 
Baulch 1999). It is “derived by subtracting changes in the poverty headcount’ that 
occurred between any two periods under actual circumstances, from the change in 
poverty that would have occurred if all had gained equally” (McCulloch and Baulch 
1999 as cited in Institute of Development Studies 1999, 3). This measure was applied 
to data from two Indian states, Andhra Pradesh and Uttar Pradesh. The results 
showed that both states achieved marked reductions in poverty incidence, depth, and 
severity between 1973 and 1989. However, the pro-poor distributional shift in 
Andhra Pradesh meant a poverty incidence reduction of one percentage point more 
than if all had benefited equally; by contrast, a worsening distribution in Uttar 
Pradesh reduced benefits to the poor by about 18 percent of the drop in poverty 
incidence that would have occurred had growth been evenly spread. This outcome 


>The poverty headcount ratio is the proportion of the population with income or consumption expenditure 
below the poverty threshold. This may be based on either the national poverty line or the dollar-a-day poverty line. 
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shows that poverty reduction depends on the rate of economic growth as well as on 
changes in income distribution. 

To understand, therefore, the impact of economic growth on poverty, one needs 
to measure separately the impact on poverty of changes in average income and in its 
distribution. In other words, one needs to decompose the total change in poverty into 
(i) the impact of growth when the distribution of income does not change, and 
(ii) the effect of income redistribution when total income does not change. The 
derivation of this decomposition is presented in the Appendix. 

Suppose 77 is the proportional change in poverty when there is a positive growth 
rate of 1 percent. This can be decomposed into two components, 7, and 7, such that 


7 = ng + h 


where 7, is the pure growth effect and 7, is the inequality effect. 7, is the per- 
centage change in poverty when the distribution of income does not change, 
whereas 7} is the change in poverty when inequality changes in the absence of 
growth. 7, will always be negative because positive growth always reduces poverty, 
with distribution remaining constant. 7, can be either negative or positive depending 
on whether growth is accompanied by improving or worsening inequality. If 7, is 
negative, it means that growth has led to a change in the distribution of income in 
favor of the poor, thereby reducing poverty. If 7, is positive, the change in income 
distribution is pro-rich: the rich benefit proportionally more than the poor. This 
suggests that the degree of pro-poor growth can be measured by an index 


$ will be greater than 1 when 7j,«O0. Thus, growth will be pro-poor when 
ý> 1, meaning that the poor benefit proportionally more than the nonpoor, i.e., 
growth results in a redistribution in favor of the poor. This would be the first-best 
outcome. When 0 « @ <1, growth is not strictly pro-poor (1.e., growth results in a 
redistribution against the poor) even though it still reduces poverty incidence. This 
situation may be generally characterized as trickle-down growth. If @ « 0, economic 
growth actually leads to an increase in poverty. 

During a recession, the observed growth rate is negative, resulting in an 
increase in the incidence of poverty, which means that 7 is positive and so is 7,. If 
there is no income redistribution due to recession, the incidence of poverty would 
increase by 7, percent (due to a 1 percent decline in the growth rate), whereas the 
actual increase in poverty is 7 percent. Thus, the recession will be pro-poor if 77 < 7, 
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and pro-rich if 7 > 7,. In this situation, the pro-poor growth index should be defined 
as 


implying that the recession will be pro-poor if @> 1 and pro-richif @< 1. 


Empirical Illustrations 
Lao People’s Democratic Republic 


Real GDP per capita in the Lao PDR grew at an annual rate of 4.6 percent be- 
tween 1992-1993 and 1997-1998. This impressive growth was, however, accompa- 
nied by a sharp increase in inequality. The proportion of poor people, as measured by 
the headcount ratio, nevertheless declined at an annual rate of 3.1 percent during the 
same period, meaning that on average a 1.0 percent growth rate led to a reduction in 
poverty incidence (poverty elasticity) of 0.7 percent. This reduction in poverty can be 
explained by two factors: (i) a pure growth effect of -3.2 percent, and (ii)a pure 
inequality effect of 2.6 percent. This means that if inequality had not increased, each 
1.0 percent growth would have reduced poverty by 3.2 percent (Table 1). 


Table 1: Growth and Inequality Effects on Poverty Reduction, Lao PDR 


Poverty Incidence 
m———— Explained by Pro-poor 
1992- 1997- Annual Poverty ——————————— Growth 
Indicators 1993 1998 % Change Elasticity? Growth Inequality? Index‘ 
Headcount ratio 45.0 384 -3.1 -0.7 -3.2 2.6 0.21 
Poverty gap ratio 11.3 10.3 -1.8 -0.4 -4.2 3.8 0.09 
Severity of poverty 4.2 4.0 -0.9 -0.2 -2.9 2.7 0.07 


* Percent change in poverty incidence with respect to percent change in real GDP per capita. 
> As measured by the Lorenz curve. 
* Extent of poverty reduction (poverty elasticity) explained by pure GDP growth effect. 


Thus, economic growth in the Lao PDR has been slightly pro-poor; increasing 
inequality has reduced the impact of growth on poverty by 2.6 percent. The index of 
pro-poor growth can be derived by dividing the overall effect on poverty of 
-0.7 percent by the pure growth effect of -3.2 percent. This gives a value of 0.21 for 
the poverty headcount ratio, implying that growth has only been weakly pro-poor. It 
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is interesting to note that the value of the index is even smaller for the poverty gap* 
(0.09) and severity of poverty’ (0.07), suggesting that the benefits of growth have 
been flowing even less to those far below the poverty line. 

In the Lao PDR, the poor are heavily concentrated in rural areas. It is expected, 
therefore, that economic growth in rural areas will be more pro-poor than in urban 
areas. This is borne out by the results of analysis given in Table 2. The pro-poor 
growth index for the headcount ratio 1s 0.22 for rural areas, while it is 0.12 for urban 
areas. The results for the poverty gap ratio and severity of poverty ratio show that 
growth has contributed to an increase in poverty in urban areas. This stresses the 
point that overall growth is not necessarily always pro-poor. 


Table 2: Growth and Inequality Effects on Poverty Reduction 
in Urban and Rural Areas, Lao PDR, 1992-1993 to 1997-1998 


Explained by 

Poverty aes Pro-poor 
Indicators Elasticity* Growth Inequality Growth Index 
Headcount ratio 
Urban -0.6 -4.7 4.1 0.12 
Rural -0.8 -3.6 2.8 0.22 
Total -0.7 -3.2 2.6 0.21 
Poverty gap ratio 
Urban 0.1 -5.8 5.9 -0.01 
Rural -0.7 -4.7 4.0 0.14 
Total -0.4 -4.2 3.8 0.09 
Severity of poverty 
Urban 0.6 -6.2 6.8 -0.10 
Rural -0.6 -2.6 2.0 0.22 
Total -0.2 -2.9 2.7 0.07 


* Percent change in poverty incidence with respect to percent change in urban and rural incomes per capita. 


Thailand 


Thailand achieved remarkable economic growth over the two decades prior to 
the Asian financial crisis that erupted in mid-1997. The consequence was a rapid 
decline in the incidence of poverty. However, the pace of poverty reduction would 
have been much faster if income distribution had improved or at least not worsened 


“The poverty gap ratio is the product of the headcount ratio and the average amount by which the per capita in- 
come or expenditure of the poor falls short of the poverty line expressed as a proportion of the poverty line. 
The severity of poverty is a measure that gives greater weight to poorer individuals: the poorer the person, the 
greater the weight given to his or her income shortfall from the poverty line; thus it takes into account income 
distribution among the poor. 
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(Table 3). For instance, had inequality stayed constant between 1988 and 1992, a 
1 percent growth in the economy would have reduced the incidence of poverty by 
3.25 percent or better, but the actual reduction in poverty was only around 1 percent. 
The corresponding value of the pro-poor growth index was about 0.3. Nevertheless, it 
is commendable that the pro-poor growth index increased markedly to 0.64 for the 
headcount ratio in 1994-1996, the period before the crisis (Figure 1). 


Table 3: Growth and Inequality Effects on Poverty Reduction, Thailand 


Explained by 

Poverty ————— Pro-poor 
Indicators Elasticity Growth Inequality Growth Index 
Headcount ratio 
1988-1990 -0.99 -3.25 2.26 0.31 
1990-1992 -1.08 -3.77 2.69 0.29 
1992-1994 -2.29 -3.96 1.68 0.58 
1994-1996 -3.12 -4.88 1.75 0.64 
1996-1998 6.50 4.74 1.76 0.73 
Poverty gap ratio 
1988-1990 -1.46 -4.50 3.04 0.33 
1990-1992 -1.10 -4.85 3.15 0.23 
1992-1994 -2.97 -5.20 2.23 0.57 
1994-1996 -3.61 -5.77 2.16 0.63 
1996-1998 7.59 5.96 1.63 0.79 
Severity of poverty 
1988-1990 -1.77 -5.27 3.50 0.34 
1990-1992 -1.12 -5.56 4.44 0.20 
1992-1994 -3.38 -5.87 2.40 0.58 
1994-1996 -4.04 -6.42 2.38 0.63 
1996-1998 8.38 6.61 1.77 0.79 


In the aftermath of the financial crisis, the high positive growth rates achieved 
by the Thai economy prior to 1996 reversed sharply into negative growth in 1998. 
Consequently, the monotonic improvement in the poverty incidence achieved until 
1996 halted abruptly, and the number of poor increased from 11.4 percent of the total 
population in 1996 to about 13 percent in 1998 (Kakwani 1999). Did the economic 
crisis hurt the poor more than the nonpoor? The results in Table 3 show that if the 
crisis were inequality-neutral, a 1 percent reduction in per capita income would have 
increased the percentage of poor by 4.74 percent, but the actual increase was 
6.5 percent, which resulted in a pro-poor growth index of 0.73. Thus, the economic 
crisis adversely affected the poor proportionally more than the nonpoor (though the 
higher value of the index during the crisis implies that the relative disadvantage for 
the poor seems somewhat less than during the preceding period of high growth). This 
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result casts some doubt on the study by Dollar and Kraay (2000), which concluded 
that the incomes of the poor did not fall more than proportionally during the crisis. 


Figure 1: Pro-poor Growth Index, Thailand 
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Korea 


Korea is frequently cited as a country with rapid economic growth, low 
inequality, and virtually full employment. Rapid economic growth over a long period 
has also contributed to a substantial reduction in the incidence of poverty (Figure 2 
and Table 4). The number of poor declined from 39.6 percent in 1990 to 8.6 percent 
in 1997. This steep fall suddenly reversed when the economic crisis hit Korea, with 
the number of poor jumping to 19 percent in 1998. The impact of the crisis was more 
severe in Korea than in Thailand, though Korea recovered faster than any of the other 
economies severely affected by the crisis. 
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Figure 2: Percent of Poor in Korea 
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Table 4: GDP per Capita Growth Rate and Poverty Indicators, Korea 
GDP per Capita Poverty Poverty Severity 
Year Growth Rate Incidence Gap of Poverty 

1990 — 39.56 9.61 3.37 
1991 10.05 31.31 7.08 2.40 
1992 4.05 24.46 5.36 1.76 
1993 4,95 20.49 4.18 1.32 
1994 7.54 16.52 3.24 0.98 
1995 8.50 12.65 2.40 0.72 
1996 5.08 9.61 1.78 0.53 
1997 1.79 8.64 1.59 0.46 
1998 -6.87 18.99 4.21 1.46 


The results in Table 5 show that economic growth in Korea has generally been 
highly pro-poor, as indicated by the pro-poor index with most of the values close to 
or greater than 1. It is noteworthy that in 1996-1997 the index shot up to 5.05 for the 
headcount ratio (Figure 3). This is the period when economic growth began to slow 
sharply but the incidence of poverty continued to fall markedly. This is because the 
distribution of consumption became more equal, contributing to a reduction of 
4.8 percent in the number of poor. During the crisis in 1997-1998, the pro-poor 
growth index for the headcount ratio was 0.84, suggesting that the poor were propor- 
tionally more adversely affected than the nonpoor. Moreover, during the same 
period, the values of the pro-poor growth index for the poverty gap and severity of 
poverty were 0.76 and 0.69, respectively, implying that the ultra-poor suffered 
proportionally even more. 
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Table 5: Growth and Inequality Effects on Poverty Reduction, Korea 


Explained by 
Poverty 
Indicators Elasticity Growth Inequality 
Headcount ratio 
1990-199] -2.33 -2.19 -0.14 
1991-1992 -6.10 -6.00 -0.10 
1992-1993 -3.57 -3.05 -0.52 
1993-1994 -2.85 -3.01 0.16 
1994-1995 -3.14 -2.74 -0.40 
1995-1996 -4.60 -5.36 0.76 
1996-1997 -5.97 -1.18 -4.78 
1997-1998 11.48 9.63 1.85 
Poverty gap ratio 
1990-1991 -3.03 -2.92 -0.12 
1991-1992 -6.89 -7.56 0.67 
1992-1993 -5.04 -3.76 -1.28 
1993-1994 -3.38 -3.52 0.14 
1994-1995 -3.51 -3.15 -0.36 
1995-1996 -5.01 -6.04 1.03 
1996-1997 -6.25 -1.34 -4.90 
1997-1998 14.15 10.73 3.42 
Severity of poverty 
1990-1991 -3.37 -3.38 0.01 
1991-1992 -7.71 -8.60 0.89 
1992-1993 -5.85 -4,23 -1.62 
1993-1994 -3.93 -3,94 0.01 
1994-1995 -3.68 -3.50 -0.18 
1995-1996 -5.02 -6.59 1.57 
1996-1997 -7.90 -1.47 -6.43 
1997-1998 16.80 11.64 5.16 
Figure 3: Pro-poor Growth Index, Korea 
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Conclusions 


This paper has attempted to explain the concept of pro-poor economic growth. 
It also proposes a new indicator—the pro-poor growth index—that measures the 
degree to which growth can be deemed pro-poor. The data requirements are not too 
demanding, so it can easily be applied. 

The new indicator has been used to analyze the nature of economic growth in 
three countries, namely, Korea, Lao PDR, and Thailand. The results indicate that 
growth in Korea has generally been highly pro-poor. By comparison, growth in 
Lao PDR and in Thailand has not been strictly pro-poor, although it has resulted in 
considerable poverty reduction. The implication is that poverty reduction would have 
been even faster if the governments had followed pro-poor policies, or avoided 
policies with adverse consequences on income distribution. As expected, growth in 
rural areas has been more pro-poor than in urban areas. The paper further finds that 
the economic crisis inflicted proportionally more harm on the poor than on the 
nonpoor in these three countries. 

The pro-poor growth index can be utilized to formulate pro-poor policies at 
both the macro and micro levels. The index can be calculated for any sector or region 
within a country. It can be used to monitor whether a particular sector or region is 
experiencing pro-poor growth. It could also allow one to assess the impact of a 
project on pro-poor growth. 

However, imposing an index value that is greater than 1 (i.e., strictly pro-poor), 
though ideal, may be too stringent. Based on our initial empirical results, we arrive at 
the following value judgments regarding the pro-poor growth index (4). If 


Q < O,growth is antipoor; 
0 < @ S 0.33, growth is weakly pro-poor; 
0.33 < @ < 0.66, growth is moderately pro-poor; 
0.66 < ø < 1.0, growth is pro-poor; and 

@ 2 1.0, growth is highly pro-poor. 


In general, the proposed index measures the degree of "pro-poorness" and 
should be used as a tool to maximize the extent of poverty reduction. In the selection 
of projects, the objective should be to maximize the pro-poor growth index by 
minimizing any adverse distributional effects. For instance, one may consider 
adopting an investment project with an economic internal rate of return of less than 
12 percent but that results in highly pro-poor growth. 

It should be borne in mind that the inequality in distribution can change in mul- 
tiple ways depending on how one weighs different individuals.in society. In evaluat- 
ing whether growth is pro-poor, our focus has been on that part of income 
distribution that most affects the poor. The Gini index gives maximum weight to 
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those individuals who are near the mode of income distribution. Thus, we do not 
regard it to be a good tool to measure the degree of pro-poor growth. We believe that 
the new index presented here is superior to the Gini index in analyzing the issue of 
pro-poor growth. 


Appendix 
Growth and Inequality Components of Poverty 


Suppose @is a poverty measure that is fully characterized by the poverty line income, the mean 
income, and the Lorenz curve (which is a general measure of relative inequality), then 


0 —0(z u, L(p)) 


where z is the poverty line, zis the mean income of the society, and L(p) the Lorenz function, 
which is interpreted as the percentage share of income enjoyed by the bottom p percent of the 
population; p varies from 0 to 1. We try to explain the percentage change in poverty between 
period 1 (base year) and period 2 (terminal year) in terms of growth and inequality components. 
Let us write the total proportional change in poverty between periods 1 and 2 as P,, given by 


Pi, = Ln (8 (z, 15 , L(p))) - Ln(8 (z, 1j, Li(p))) 


where 41, and LL are the mean incomes in years 1 and 2, respectively, and L,(p) and L,(p) are the 
Lorenz curves for years 1 and 2, respectively. Note that mean incomes 4, and LL, are adjusted for 
price changes between the two periods but the poverty line is fixed in each period. 


The pure growth effect is defined as the proportional change in poverty when the mean income 
changes but the relative income distribution measured by the Lorenz curve remains unchanged. 
Similarly, the pure inequality effect is defined as the change in poverty when the Lorenz curve 
changes but the mean income at constant prices remains constant. 


Let us denote the growth effect by G, and the inequality effect by J, between years 1 and 2. 
Moreover, we postulate that there must exist a relationship between the proportional change in 
poverty, on one hand, and growth and inequality effects on the other. Thus, we have 


Py =f (G, I) 


Kakwani (2000) has attempted to determine a similar functional form by proposing a set of 
intuitively rational axioms. Using this methodology, we arrive at the following expressions for the 
growth and inequality effects: 
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Gu = 4 [Ln {0 (z, 15, Li(p))) - Ln{O(, 1, LOJ} + Ln (8 (2 15, Lp) - 
Ln(8 (2, i , LPN 


and 


la = [Ln (8(z, t4 , Lp))) - Lnt8 (z, L, Ly(p))}+ En (8 (z, 15, L) - 
Ln(0 (z, fy, L(p)))] 


which immediately gives 
Py, = Gy thy 


and shows that the total proportional change in poverty is equal to the sum of growth and inequality 
effects. 


Pro-poor Growth Index 


Suppose that there is a positive growth rate of g,, percent between periods 1 and 2, then poverty 
elasticity can be defined as 


n= P578» 


which is the proportional change in total poverty when there is z positive growth rate of 1 percent. 
Likewise, we may define 


1, = Gal 8n 
Th = 15/81 


where 7, is the proportional change in poverty when there is a positive growth rate of 1 percent 
provided the relative inequality does not change, and m} is the proportional change in poverty when 
inequality changes but the real mean income does not change. Having said that, we can write 


7] — T, t Tj 


which shows that the proportional change in poverty caused by a 1 percent positive growth rate in 
the economy is the sum of the two factors: n, is the income effect of growth on poverty and mh is 
the inequality effect on poverty, which is caused by the change in inequality. 


The income effect of growth on poverty, N, , is always negative, which implies that growth will 
always reduce poverty when the relative inequality does not change. The inequality effect, 7, , can 
be either negative or positive. If 7, is negative, it means that growth has led to a change in the 
distribution of income in favor of the poor, thereby reducing poverty unequivocally. Such a growth 


ÓDatt and Ravallion (1992) proposed a similar decomposition that had an additional residual term. Tt is not 
clear what meaning can be given to the residual term and therefore, one cannot define a pro-poor index as neatly. 
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can be characterized as pro-poor. If 7), is positive, the change in income distribution is pro-rich: the 
rich benefit proportionally more than the poor. This suggests that we can have as an index of pro- 
poor growth 


ó-7/1, 


9 will be greater than 1 if 7, < 0, which means that growth is strictly pro-poor. If 0 < 6$ < 1, it 
means that 77, > 0 but poverty still declines due to growth. This situation may be generally charac- 
terized as trickle-down. If @ < 0, economic growth in fact badly hurts the poor and leads to an 
increase in poverty. 
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Capital Account Regimes, 
Crisis, and Adjustment 


in Malaysia 
Prema-chandra Athukorala 





Abstract. This paper examines the role of international capital mobility in rendering 
countries susceptible to financial crises and the use of capital controls as a crisis 
management tool, in the light of the Malaysian experience through the Asian 
financial crisis. It is argued that significant liberalization of the capital account and 
aggressive promotion of portfolio inflows in a context of growing macroeconomic 
imbalances and loosening financial prudence made Malaysia vulnerable to a crisis. 
Against dire predictions by many observers, capital controls imposed in late 1998 
assisted crisis management along Keynesian lines. However, other countries should 
be cautious in deriving policy lessons from the Malaysian experience because several 
factors specific to Malaysia seem to have significantly conditioned the outcome of the 





Introduction 


very major economic crisis stimulates rethinking of fundamental 
paradigms in economics. A key focus of the “brainstorming” triggered by 
the Asian crisis of 1997-1999 has been the role of international capital 
mobility in making countries susceptible to crises, and the rationale behind 
the use of capital controls as a crisis management tool. This paper seeks to contribute 
to this debate by examining the Malaysian experience through the crisis. Malaysia 
provides an interesting case study given its significant capital market liberalization 
prior to the onset of the crisis and its bold move to break with the ideological 
consensus in crisis management that has governed international financial relations 
over much of the postwar period. A key theme running through the paper is the role 
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of the financial system and corporate fundamentals in determining gains from capital 
inflows, while avoiding financial crises. 

The paper is structured as follows. Following this introduction, the second 
section provides an overview of capital account liberalization during the precrisis era. 
The third section examines patterns of capital flows in the run-up to the crisis, 
focusing on the interplay of international capital mobility with the domestic 
macroeconomic policy and regulatory regime in determining the country’s 
vulnerability to a crisis. The fourth section discusses Malaysia’s policy responses to 
the crisis, highlighting the political and institutional underpinnings and the nature of 
the policy package built around capital controls. The fifth section looks at the 
recovery process under the new policy orientation, particularly the role of capital 
controls. The final section draws inferences and policy lessons. 


Precrisis Capital Account Regime 


Malaysia’s development success is widely attributed to the government's long- 
standing commitment to maintaining a promarket and outward-oriented overall 
policy stance.’ Despite the early emphasis on import substitution and abortive 
attempts in the 1970s to promote heavy industries via public sector participation, 
Malaysian policymakers, by and large, stayed clear of quantitative import restrictions 
as a policy tool. Tariff rates were relatively high in the 1960s, but they were reduced 
progressively across the board in the ensuing 20 years. Although exporters were 
required to repatriate foreign currency sales proceeds within six months, this was not a 
constraint on production for export because the import trade regime remained highly 
liberal. Despite mandatory approval procedures, the exchange rules relating to all 
current account transactions remained liberal. With this policy orientation, Malaysia 
achieved Article VIII status (for current account convertibility) under the International 
Monetary Fund (IMF) Articles of Agreement on 11 November 1968, becoming the 
fourth Asian economy to do so after Hong Kong, China (15 February 1961); Japan 
(1 April 1964); and Singapore (9 November 1968)? 

A natural companion to its outward-oriented trade policy was a firm 
commitment to the promotion of foreign direct investment (FDI). FDI approval 
procedures and restrictions on foreign equity ownership were very liberal in the 
1950s at a time when multinationals were not so widely accepted in the developing 
world. The emphasis on FDI promotion received added impetus with a notable shift 
in development policy toward export-oriented industrialization in the early 1970s. In 


I For details see Athukorala and Menon (1999) and the works cited therein. 
All other (precrisis) high-performing economies in East Asia achieved Article VIII status much later: 
Indonesia on 7 May 1988, Republic of Korea on 1 November 1988, Philippines on 8 September 1995, and Thailand 
on 4 May 1990 (IMF 1997). 
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1970, legislation provided for the establishment of special export processing zones, 
allowing 100 percent foreign ownership and exemption from general labor 
legislation, including employment quotas for bumiputras (ethnic Malays) for export- 
oriented investors. 

The Malaysian policy regime relating to non-FDI capital inflows and capital 
outflows also remained much more liberal throughout the post-independence period, 
compared to most other developing countries (Williamson and Mabar 1998). 
However, liberalization in this sphere was generally more cautious and gradual by 
Malaysia's own historical record of trade liberalization. Most restrictions on short- 
term overseas investment by residents were removed in the 1970s. By the early 
1980s, residents were free to place deposits abroad, lend to nonresidents, and 
purchase immobile properties or invest in foreign equity, provided such investments 
were not financed from borrowing in Malaysia. But there was one important 
exception: the central bank, Bank Negara Malaysia (BNM) continued to monitor 
foreign currency borrowing by residents and domestic borrowing by nonresidents 
under borrowing/lending ceilings stipulated in foreign exchange regulations (Yusof 
et al. 1994, BNM 1999b, Williamson 1999). The ceilings on foreign currency 
borrowing by residents and on domestic borrowing by nonresident-controlled 
companies stood at RM1 million and RM10 million, respectively. 

Further liberalization of capital controls was an important element in policy 
reforms initiated in the late 1980s. As part of the government's objective of 
promoting the Kuala Lumpur Stock Exchange (KLSE), foreign shareholdings of 
local brokerage firms were increased from 30 to 49 percent. Tax rates for both 
foreign and local fund managers were reduced from 30 to 10 percent. In October 
1990, the government launched a program to develop Labuan Island as an 
international offshore financial center. It was envisaged that, with the Asian and 
Pacific region becoming the fastest growing region in the world, Labuan would play 
a key role in enhancing the attractiveness of Malaysia as a world investment center 
(BNM 1999b). Licensed offshore banks, offshore insurance companies, and other 
offshore entities operating in Labuan were declared to be nonresidents for exchange 
control purposes. This initiative enabled these institutions to freely operate foreign 
currency accounts and move funds in and out of Malaysia free of exchange control 
monitoring. Licensed offshore banks were also permitted to accept deposits and grant 
loans in foreign currency. Investment guidelines were liberalized to allow Malaysian 
fund management companies to form joint ventures with foreign fund management 
companies. Management companies of mutual (unit trust) funds located in Labuan 
were permitted to invest in Malaysian securities. Generous tax exemptions were 
granted to companies incorporated in Labuan and to their expatriate employees.? 


3 5 . i : 
By end of 1996, 47 banks, five insurance and reinsurance companies, and three fund management companies 
had been incorporated in Labuan. 
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In late 1993, the ringgit came under strong buying pressure as the booming 
economy created expectations about the currency’s increasing strength. Speculators 
bought ringgit in large amounts, increasing short-term deposits and forward 
transactions. In order to avoid an adverse effect on export competitiveness from a 
sharp exchange rate appreciation, BNM imposed a number of restrictions on capital 
inflows in January-February 1994. These restrictions included ceilings on external 
liabilities of commercial banks, a ban on sales of short-term debt instruments to 
foreigners, restricting ringgit deposits of foreign institutions to noninterest-bearing 
accounts, prohibiting nontrade-related currency swaps, and a new maintenance 
charge on noninterest-bearing foreign deposits. 

Once speculative pressure subsided and the exchange rate returned to the level 
of late 1993, BNM gradually removed the controls and freed capital flows, 
completely lifting all restrictions by August 1994 (World Bank 1996, 67-8). These 
capital controls appeared drastic and, as in the case of more recent capital controls 
(discussed below), led to considerable speculation about capital flight from Malaysia 
(and from other East Asian countries). In particular, there was widespread concern 
about possible future contraction in foreign investment flows into Malaysia, both 
portfolio and FDI. However, in contrast to these predictions, capital inflows 
continued to expand over the next three years. 


Capital Flows and Signs of Vulnerability 


Foreign capital inflows to Malaysia have historically been dominated by FDI. 
Even in the first half of the 1990s, FDI accounted for almost 70 percent of total net 
capital inflows (Table 1). ^ There was a boom in the amount of FDI, particularly from 
the mid-1980s: between 1987 and 1991, FDI inflows increased almost tenfold. From 
1991 until the onset of the crisis, the volume of FDI flowing into Malaysia remained 
higher than to any other ASEAN economy." 

As FDI inflows were more than sufficient to finance the current account deficit 
and to generate a surplus in the basic balance, there was no need for the nation to 
resort to large-scale external borrowing. At the same time, BNM, unlike its 
counterparts in Indonesia, Korea, and Thailand, continued to maintain prudent 
regulations on foreign borrowing by the corporate sector. Consequently, there was no 
significant accumulation of foreign currency borrowing in the lead-up to the crisis 
in Malaysia (Table 1). During 1989-1996, Malaysia's foreign debt remained at 


^Unless otherwise stated, data reported in this paper come from the Monthly Statistical Bulletin (Bank Negara 
Malaysia, various years). 
The Malaysian experience with attracting FDI has been discussed in detail elsewhere (e.g., Athukorala and 
Menon 1999), 
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20-30 percent of GDP while the debt-service ratio (the ratio of debt-service payments 
and interest payments to export earnings) varied in the range of 6.3-8.5 percent 
(Table 2), There was, however, an explosion in foreign capital inflows to the 
domestic equity market from the early 1990s. This new form of reliance on foreign 
financing, combined with weaknesses in corporate governance (discussed below), 
quickly overwhelmed prudent bank borrowing practices to generate financial 
fragility. 


Table 1: Net Capital Inflows,' 1990-1997 


1990 1991 1992 1993 1994 1995 1996 1997 1990-1996’ 


Official long-term -58.7 3.5 -0.9 -36 I1.8 -1.1 -1.1 60.6 -3.1 
Private 158.7 96.5 1009 103.6 88.2 101.1 I011 39.4 103.1 
FDI 130.6 71.5 78.1 464 335.2 55.2 537 1873 69.5 
Portfolio -10.6 -12.6 468 924 4336 282 37.1 -370.8 53.8 
Bank credit 38.7 37.6 7.5 -34.7 -680.5 19.0 103 222.9 -15.0 
Total (US$ million) 1789 5584 60607 10799 1235 7612 9416 2729 6149 
Percent of GDP 42 119 113 168 1.7 8.7 9.5 2.8 13.9 
Notes: 


! Net capital inflows comprise net FDI, net portfolio investment (equity and bond flows), and official and private bank 
borrowings. Changes in national foreign exchange reserves are not included, 

? Annual average. 

Source: Derived from Bank Negara Malaysia, Monthly Statistical Bulletin (various issues). 


Table 2: External Debt, 1990-1998 


1990 1991 1992 1993 1994 1995 1996 1997 1998 19990-1996! 
Medium and long-term 


debt? 90.4 85.9 76.5 75.0 80.7 80.9 74.3 747 822 79.6 
Federal government 53.9 49.9 374 28.0 20.3 15.7 107 76 93 21.0 
NFPEs? 25.7 229 204 246 277 322 299 307 333 26.9 
Private sector 10.8 13.2 18.7 224 32.9 33.0 33.7 364 39.5 25.7 
Short-term debt* 96 141 23.5 250 193 19.1 257 253 178 20.4 
Banking sector 96 141 23.5 25.0 13.4 13.3 17.4 189 123 16.8 
Nonbank private 
sector 0.0 0.0 0.0 00 6.0 58 83 064 55 3.6 
External debt-service 
ratio: 83 69 93 64 55 66 69 55 67 74 
Federal government m Zl 42 2.8 1.4 14 11 07 1.0 2.3 
Total (US$ billion) 17.0 185 21.9 269 28.1 340 39.0 60.8 40.8 26.3 
Percent of GDP 39.6 393 37.7 419 38.7 38.9 392 62.2 91.8 39.3 
... Means data not available. 
Notes: 
! Annual average. 


? Debt with a tenure of more than one year. 

Includes both government guaranteed and nonguaranteed debt of nonfinancial public enterprises (NFPEs). 
*Debt with a tenure of one year and below. 

: Repayment and interest payment of external debt as a share of gross exports of goods and services. 
Source: Compiled from Bank Negara Malaysia, Monthly Statistical Bulletin (March 1999). 
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Capital market liberalization initiatives in Malaysia in the early 1990s coincided 
with the growing enthusiasm of hedge funds and other institutional investors for 
emerging-market economies (World Bank 1996). Thus, there was a significant 
increase in the net inflow of portfolio investment. These capital inflows, driven 
primarily by the boom in the Malaysian equity market, accounted for 45 percent of 
total annual capital inflows in 1996, up from 13 percent in the previous year. The 
volume of “volatile capital’, defined to cover both short-term borrowings and 
portfolio capital, had increased to sizable levels by the mid-1990s, resulting in an 
erosion of the authorities’ ability to defend a speculative attack on the ringgit 
(Table 3 and Figure 1).° The degree of reserve cover provided for mobile capital 
declined from over 150 percent in the early 1990s to 63 percent by mid-1997. 


Table 3: End-of-year Stock of Mobile Capital 
and Foreign Exchange Reserves, 1990-1998 


(US$ billion) 
1990 1991 1992 1993 1994 1995 1996 1997 1998 
Mobile capital! 63 65 124 239 277 319 389 310 18.0 
Short-term debt” 260 400 41.0 280 200 200 260 50.0 40.0 
Banking sector 26.0 400 41.0 280 140 140 170 37.0 28.0 
Nonbank private 0.0 0.0 0.0 0.0 6.0 6.0 80 13.0 13.0 
Portfolio investment 740 60.0 59.0 72.0 800 80.0 740 50.0 60.0 


Foreign exchange reserves 10.0 111 185 2977 260 255 27.9 214 254 
Reserve cover of 


Short-term debt (%)° 610.5 426.9 363.9 443.8 469.3 399.7 275.9 1342 352.8 
Mobile capital (%)* 158.7 170.5 148.7 1242 940 799 718 67.8 1412 
Notes: 


! Short-term debt and portfolio investment. 

? Debt with a tenure of one year and below. 

* Stock of short-term foreign debt as a share of foreign exchange reserves. 

^ Stock of mobile capital as a share of foreign exchange reserves. This ratio had declined to 55.8 percent by end-June 
1997. The increase in the annual figure for 1997 compared to 1996 simply reflects the depletion of the stock of 
portfolio investment, which occurred faster than the decline in foreign reserves following the speculative attack on 
the ringgit in July 1997. 

Source: Compiled from Bank Negara Malaysia, Monthly Statistical Bulletin (various issues). 


For a discussion on the rationale behind this “reserve adequacy” measure see Athukorala and Warr (1999). 
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Figure 1: Foreign Exchange Reserves Relative to Mobile Capital 
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Note: Mobile capital is defined as the sum of short-term foreign debt and portfolio investment. 
Source: Table 3. 


Increased foreign equity investment fueled a stockmarket boom in Malaysia 
from the late 1980s. By the mid-1990s, with a market capitalization of around 
US$200 billion, the KLSE was the third largest stockmarket in the Asian and Pacific 
region after those in Tokyo and Hong Kong, China. There were days when its 
turnover was higher than that of New York. At this time, equity market capitalization 
in Malaysia was over 300 percent of GDP, by far the highest in the world. At the 
onset of the crisis, foreign investors accounted for only 30-40 percent of the activities 
in the market. However, the actual influence of foreign participation on the 
expansion and operation of the equity market was probably much greater than 
suggested by this figure because local investors nearly always followed foreign 
investors as market leaders. The market’s expansion was also inexorably linked with 
the domestic banking system. Lending for equity market activities turned out to be a 
major source of bank credit expansion (discussed below). 

In sum, by the mid-1990s, Malaysia had become a depository for a substantial 
volume of volatile capital, in particular portfolio investment. The economy was 
experiencing an equity market bubble in which both foreign investors and domestic 
banks played crucial roles. In this context, there was a strong possibility of a reversal 
of capital inflows (triggered by a speculative attack on the currency, as in fact 
happened in the second half of 1997) to generate economic collapse through wealth 
contraction and banking sector instability. However, this possibility would not have 
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translated into a financial crisis had it not been for some serious pitfalls on the 
domestic policy front. Two fundamental sources of vulnerability were particularly 
important in the Malaysian case: poor corporate governance and weakness in the 
financial sector (financial fragility). 


Poor Corporate Governance 


In Malaysia, as in other crisis-affected countries in East Asia, the expansion of 
the equity market was not accompanied by initiatives to redress underlying 
weaknesses of corporate governance (Searle 1999). Most of the listed companies in 
Malaysia continued to be tightly controlled by a handful of powerful families. These 
families often retained majority stakes, even in public companies. Moreover, in many 
cases the interests of company bosses and politicians were closely interwoven. 
Manipulation of intercompany share transactions to augment profit in privately 
owned companies (at the expense of listed companies) was a common occurrence in 
the Malaysian corporate world. Such malpractice made share trading vulnerable to 
financial panic because unconnected (minority) shareholders had every reason to 
worry about how they would be treated during a market downturn. 

Foreign investors were providing funds to Malaysian firms with high debt ratios 
and long-term alliance relationships, which would not have been acceptable in the 
West. The extent of subsequent portfolio capital outflows owed much to the 
realization that a large amount of capital should not have been committed in the first 
place. When foreign participants started pulling out to avoid currency risk following 
the onset of the currency crisis in mid-1997, the local players panicked. Based on 
past experience, the minority shareholders were naturally concerned that they might 
be hardest hit in troubled times (The Economist 1997, 111). 


Financial Fragility 


The Malaysian banking system has historically been sturdier than its 
counterparts in most countries in the region. The average capital adequacy ratio 
(CAR) of Malaysian banks (10 percent) was the highest in Southeast Asia other than 
Singapore. A large number of Malaysian banks recorded CARs of above 14 percent, 
as against 8 percent recommended by the Bank for International Settlements (BIS). 
There was also a requirement that all banks set aside 1 percent of total outstanding 
loans as a general provision, in addition to specific provisions made for problem 
loans (1.5 percent). Nonperforming loans (NPLs) in the banking system fell from 
5.5 percent in 1995 to 3.9 percent in 1996. Foreign currency exposure of the banking 
system remained low thanks to BNM's policy of specifying stringent net open 
positions on foreign borrowing. By mid-1997, the aggregate net open position (bank 
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liabilities denominated in foreign currency net of equivalent assets) of the banking 
system was less than 5 percent of total bank liabilities (BIS 1998). 

Despite this apparent soundness, in the lead-up to the crisis there was a heavy 
accumulation of outstanding domestic credits in the banking system, with a heavy 
exposure to the property sector (broadly defined to include share trading and the real 
estate sector) (Soros 1998). The rate of growth of bank credit to the private sector 
rose from 12 percent per annum during 1990-1994 to over 26 percent during 1994- 
1996. Outstanding credit as a ratio of GDP increased from an average level of 
85 percent during 1985-1989 to 120 percent in 1994 and then to over 160 percent 
when the financial crisis broke in mid-1997. This was the highest credit buildup 
(increase in “private sector leverage”) among the economies of East Asia 
(Athukorala and Warr 1999). A substantial credit buildup of this nature invariably 
limits policymakers’ ability to use the interest rate as a policy tool in the event of a 
speculative attack on the currency. 

By the end of 1996, total credit to the property sector accounted for around 
40 percent of total outstanding bank credit. It is believed that this share could have 
been much higher (around 55 percent) if unclassified loans to conglomerates that are 
normally used to finance property are appropriately taken into account. The increased 
exposure to the property sector further weakened the financial position of the banks 
as this lending led to a property glut in the country. By the end of 1997, more than 
5.8 million square feet of new office space was under construction in the Kuala 
Lumpur metropolis, on top of 5.6 million square feet of space available at.the time 
(BNM 1999a). 

The equity market bubble and the credit boom were underpinned by a rapid 
erosion in the quality of macroeconomic management in the economy. Over many 
years (except during 1981-1986 when Malaysia experienced a major macroeconomic 
crisis triggered by a public investment boom), the government had maintained a 
reputation for sound fiscal policies. However, the years following Prime Minister 
Mahathir’s Vision 2020 Statement of 1990 saw fiscal excesses of increasing 
intensity. As a result of the “big growth push” to propel Malaysia to developed- 
country status by 2020, public investment expenditure surged, pushing the ratio of 
total investment to GDP to 46 percent in 1997, the highest in the region at the time.’ 
Much of this expenditure went into huge infrastructure development projects 
contracted out to private companies in the “patronage network” that provided the 
political support base for the regime. These companies soon became the dominant 
players in the equity market. The construction boom also contributed to the credit 


"The total cost of various infrastructure projects under construction by 1996 was US$62 billion. These 
projects included Southeast Asia's most modern airport (US$3.6 billion) capable of handling 25 million passengers a 
year and an ultramodern administrative capital, Putrajaya (US$8 billion). Despite these huge investment projects, the 
consolidated government budget of Malaysia remained in surplus from 1993. However, the surplus was basically a 
"revenue surplus", a reflection of faster revenue growth than expenditure growth. 
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boom because the supply of “easy” credit from politically connected banks and other 
“captive” financial institutions was an implicit condition built into the contractual 
arrangements with construction companies.* 

Another important source of credit growth was an aggressive overseas 
investment promotion campaign, implemented with the direct involvement of Prime 
Minister Mahathir as part of his desire to promote Malaysia's image in developing 
countries as an economic leader. With a modest start in the early 1990s, annual 
overseas investment (mostly in construction and real estate development) by 
Malaysian companies increased to US$3 billion (amounting to almost 50 percent of 
total FDI inflows) by 1996. Off-budget financial support, mostly in the form of 
government-sponsored bank loans, was a key element in the incentive package 
offered to these investors.’ 

Rapid growth of government-sponsored bank lending invariably contributed to 
a weakening of the policy autonomy of BNM. Historically, BNM had maintained a 
reputation among the central banks in newly independent countries in the British 
Commonwealth for strict pursuance of the colonial mould of conservative monetary 
policy and banking regulation (Bruton 1993). However, in a context of a credit boom 
that had government backing at the highest political level, BNM had only a limited 
degree of freedom to take precautionary action against an impending crisis. BNM 
repeatedly pointed to the risk of rapid credit buildup with a heavy concentration in 
property and share trading loans in the banking system in 1994, 1995, and 1996. 
However, it failed to take any action to redress the problem other than to impose 
some limits on lending to the property sector and for equity market dealings in March 
1997. 

Perhaps the most vivid evidence of a policy conflict between BNM and the 
Prime Minister's Department emerged from the policy dialogue within the ruling 
party in the lead-up to the announcement of an IMF-style crisis management package 
by then Finance Minister Anwar Ibrahim on 5 December 1997 (see below). The 
following quotation from a commentary in the Far Eastern Economic Review on the 
cabinet meeting of 3 December that approved the policy package makes interesting 
reading: 


5 Apart from providing the setting for the credit boom and the equity market bubble, huge government 
expenditure on infrastructure projects made the eccnomy vulnerable to a currency attack in yet another area, namely 
the appreciation of the real exchange rate (Athukorala and Warr 1999). 

Direct government influence on bank lending in Malaysia has a long history dating back to the launching of 
the New Economic Policy (introduced in 1970 and modified under the new label of the National Development Policy 
in 1986) that aimed to restructure business ownership in favor of bumiputra companies (Searle 1999). The point 
made in this paragraph is that such influence grew out of proportion and turned out to be a major source of 
macroeconomic instability and financial fragility under Mahathir’s "big push" toward 2020. 
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[At the meeting] Anwar presented position papers dating back to 1995 
that revealed that both the Finance Minister and the central bank had 
warned of potential economic problems ahead. These included an 
overheating economy, megaprojects that could strain the country's 
resources, and unproductive Malaysian investment abroad. Having set the 
stage, the Finance Minister then asked the cabinet to sanction his tough 
medicine. 


It is important to note that the credit boom occurred in a context of growing 
dominance of local banks (and the diminishing role of foreign banks) in the banking 
system. Despite significant initiatives in financial liberalization, controls on the entry 
of foreign banks into the economy remained intact. In the early 1980s, BNM ruled 
that only local banks could open new branches. There was also a “60/40 borrowing 
guideline" for foreign firms operating in Malaysia, stipulating that these firms raise at 
least 60 percent of their finances with local banks. With activities of foreign banks 
artificially frozen, new deposits gravitated toward local banks. By the mid-1990s, 
foreign banks held about 30 percent of total bank deposits in the country, down from 
over 70 percent in the early 1980s. A greater role for foreign ownership would have 
provided the banking system with new capital, better management practices, and 
access to foreign lenders of last resort in the event of a financial crisis (Goldstein 
1998). 


Crisis and Policy Response: 
From *Muddling Through" to Capital Controls 


Shortly after the Thai baht came under heavy speculative attack in mid-May 
1997, the ringgit experienced heavy selling pressure. BNM first attempted to hold the 
ringgit firm through continued market intervention, but gave way to market forces on 
14 July. Between the first week of July 1997 and 7 January 1998 when the slide hit 
bottom (at RM4.88 = US$1), the ringgit depreciated by almost 50 percent against the 
dollar. 

In a proximate sense, a substantial reversal of capital flows underpinned the 
exchange rate collapse. In a significant departure from the experience of the other 
four crisis-affected countries (Indonesia, Korea, Philippines, Thailand), in Malaysia it 
was portfolio capital that accounted for virtually all of this reversal. Net quarterly 


OF his point receives support from the data released by Danaharta (the government body set up in May 1998 
to acquire bad debts from banks) relating to the recapitalization needs of the Malaysian banking system after the 
crisis. None of the foreign banks operating in the country was on the list of troubled banks (Danaharta 1999). 

When all five countries are taken together, it was the banks that accounted for the bulk of the huge reversal 
of capital flows. Between 1996 and 1998, total net bank credit declined by almost US$80 billion compared to a 
decline in inflows of portfolio investment of US$10 billion (Williamson 1999, 19). 
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flows of portfolio capital turned negative in the second quarter of 1997 for the first 
time since 1991, while total net outflows in the first three quarters of the year 
amounted to over US$11 billion. By contrast, net short-term bank borrowing 
increased by about US$3 billion during this period. Reflecting the significant 
reversal of portfolio capital flows, the equity market tumbled in tandem with the 
exchange rate. Between July 1997 and mid-January 1998, the all ordinary index of 
the KLSE fell by over 65 percent, knocking off almost US$225 billion from share 
values. This was the biggest stockmarket plunge among the five crisis countries 
(Athukorala 1998). 

As noted, Malaysia, unlike Indonesia, Korea, and Thailand, succumbed to the 
crisis with low foreign debt exposure of its banking system. For this reason, the 
Malaysian policymakers were able to “muddle through” without an IMF-sponsored 
rescue package. After a period of policy indifference of over five months, a major 
policy package was announced by Finance Minister Anwar on 5 December 1997. 
However, the government quickly backtracked from this policy stance in favor of ad 
hoc countercyclical measures so as to “avoid a recession-deflation spiral” (BNM 
1999a, 4). Given the heavy domestic credit built up in the economy, the increases in 
interest rates (market-determined, rather than policy-driven), coupled with the rapid 
contraction in economic activity, were quickly reflected in a very large buildup of 
NPLs in the banking system and corporate failures. On 5 May 1998, Dr. Mahathir 
made it clear that he disagreed with IMF “on the need to raise the interest rate 
further”. A National Economic Recovery Plan designed to manage the crisis without 
IMF involvement and primarily through domestic demand expansion was announced 
in mid-July (NEAC 1998). 

In the absence of a clear policy anchor, such policy tinkering was ineffective in 
avoiding further economic collapse, let alone generating recovery. By August 1998, 
the economy was in recession and there were no signs of currency and share price 
stability. According to national account estimates released in the last week of August, 
the economy had contracted by 6.8 percent in the first quarter of 1998, compared to a 
2.8 percent contraction in the previous quarter. The NPL ratio of the banking system 
had risen from 4.1 percent at the end of 1997 to 9 percent by mid-1998 according to 
official figures, while international credit rating agencies put the figure as high as 
40 percent (Soros 1998, 144). To make matters worse, the much hoped-for export-led 
recovery was not on the horizon, despite a sharp improvement in competitiveness 
achieved through currency depreciation. The business confidence of manufacturers 
as measured by the business confidence index of the Malaysian Institute of Economic 
Research (MIER) had dipped sharply for three consecutive quarters starting in the 
second quarter of 1997. MIER’s consumer sentiment index released in July 1998 was 
the lowest of the decade. 

Worsening business confidence led to a large outflow of short-term capital in 
the first quarter of 1998. Net private short-term capital registered a deficit of 
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US$2.3 billion in that quarter, a reversal from the ne: inflow of US$1 billion in the 
previous quarter (Table 4). Because of these capital outflows, the recession-induced 
current account surplus did not result in an improvement in the foreign reserve 
position. This was in contrast to the experience of the four IMF-program countries 
(Indonesia, Korea, Philippines, Thailand) where international reserve positions 
significantly improved from late 1997, primarily because of the widening current 
account surpluses. 


Table 4: Balance of Payments, 1997-1999 (US$ million) 


1997 1998 1999 
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 
Exports 77829 17330 17422 19135 19508 18087 20419 22232 23193 
Imports 73716 14446 13689 13756 13564 13142 14814 15824 17379 
Trade balance 4034 2883 3733 5379 5943 4945 5605 6162 5814 
Services and 
transfers (net) -9071 -1240 -1536 -2079 -2482 -2104 -2350 -2464 2997 
Current account -5037 1643 2197 3300 3461 2841 3247 3698 2817 
Long-term capital 
(net) 6764 372 785 -667 593 84 792 594 111 
Basic balance 1727 2015 2982 3109 4663 3195 5230 4292 2928 
Private short-term 
capital (net) -4034 -2317 -1185 -1207 -588  -1811 -690 -4125 -3255 


Errors and omissions -1569 -162 -1560 4226 649 153 -1113 91 -428 
Overall balance = 

Change in foreign 

reserves -3876 -464 -102 1128 4724 1537 3427 258 -755 
Memorandum item . 

Foreign reserves 21040 19800 19698 20826 25550 27087 30514 30772 30007 
Source: Bank Negara Malaysia, Monthly Statistical Bulletin (various issues). 


A striking feature of capital flight from Malaysia from about early 1998 was 
that it largely took the form of ringgit (rather than foreign currency) flowing into 
Singapore. These flows were triggered by very attractive money market rates of 20- 
40 percent in Singapore, which provided a hefty premium over the domestic rate of 
about 11 percent, coupled with a weakening exchange rate for the ringgit.” As much 
as RM35 billion (US$8.2 billion) ended up in Singapore at the height of the crisis in 
mid-1998. This amounted to about 50 percent of the total domestic supply of narrow 
money (M1) and 10 percent of broad money (M2) in Malaysia. Thus policymakers 
became increasingly concerned about the "internationalization" of the national 
currency, which carried a potential threat to economic stability and monetary policy 


Why ringgit deposits fetched such high offshore rates (in Singapore) remains a puzzle. One possible 
explanation is high demand for the ringgit by hedge funds, which were trying to close out their short positions in that 
currency (EIU 1998). 
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autonomy. The strong demand for offshore ringgit and the consequent buildup of 
offshore ringgit deposits increased the vulnerability of the ringgit, undermining the 
effectiveness of monetary policy (BNM 1999a, 10). 

These developments induced serious rethinking of policy directions. Choices 
available to the government had become severely limited, however. As BNM 
correctly observed in its 1998 Annual Report, the root cause of the worsening 
economic situation was the market perception that Malaysia would be less committed 
to structural reforms as it was not under an IMF program (BNM 1998, 5). However, 
joining an IMF program was not politically acceptable to the Malaysian leadership.” 
Given the intimate link between business and government forged under the New 
Economic Policy (NEP) over the previous two-and-a-half decades, the positive 
stabilizing impact of such a move had to be weighed against its negative effect on 
politically connected business groups and the sociopolitical stability of the country 
(Crouch 1998). Macroeconomic policy that aimed to adjust the economy through 
market-determined interest rates was bound to have a severe effect on the debt-ridden 
private sector firms and the viability of their banks. Prime Minister Mahathir 
summed up his position on this issue as follows: 


If we do not lower interest rates, not only companies, but also banks and 
the government, will encounter financial difficulties. When our financial 
position becomes very serious, we will have no option but to seek IMF 
assistance. We will then be subject to IMF's dictates (Government of 
Malaysia 1998, 13). 


Aggressively easing monetary conditions to boost aggregate demand and 
provide highly leveraged domestic firms with breathing space would have intensified 
capital flight, weakening the ringgit further and precipitating a stockmarket collapse. 
To make matters worse, a planned attempt to issue sovereign bonds in the US and 
Europe to raise US$2 billion for implementing the banking sector restructuring 
program had to be shelved in late August because of an unanticipated downgrading 
of Malaysia’s credit rating by the international credit rating agencies. 

In this context, Dr. Mahathir opted to abandon policy tinkering along the IMF 
lines in favor of the conventional Keynesian recipe of stimulating the economy 


E widely expressed view in progovernment news commentaries in Malaysia was that the country was not 
eligible for IMF support even if it wanted to seek it because of its relatively strong balance-of-payments position and 
its relatively lower foreign debt (BNM 1999a, 5; NEAC 1999, 1). This view is not consistent with actual facts related 
to both Malaysia's economic conditions and general IMF practices in assisting member countries in an economic 
crisis. The Philippines, for example, received financing from the IMF, even though its balance-of-payments position 
is relatively sound (compared to Korea and Thailand) and its external debt burden is low. Balance of payments is only 
one of the eligibility criteria, and even in relation tc that, Malaysia's reserves have not been that high. If it wanted to, 
Malaysia could have joined an IMF program with financial support for crisis management, involving recapitalization 
of banks and corporate restructuring. 


Capital Account Regimes, Crisis, and Adjustment in Malaysia 31 


through fiscal and monetary expansion. This strategy essentially involved insulating 
the domestic interest rate from short-term capital mobility through capital controls. 
While Dr. Mahathir’s expression of interest in capital controls dates back to early in 
the crisis (Athukorala 1998), the new policy received a measure of legitimacy from 
developments in the international economic policy debate on crisis management. In 
particular, Krugman’s (1998) controversial piece in Fortune that argued for using 
capital controls as a crisis management tool received wide attention in the Malaysian 
policy debate and news media. There was also growing attention in the financial 
press paid to the fact that the People’s Republic of China and Taipei,China—the two 
economies in the East Asian growth league with controls on short-term capital 
movements—fared much better than the rest of the region during the crisis. Recent 
experiences of countries such as Chile and Slovenia in using capital controls to 
manage shorter-term capital inflows also received wide attention.'^ Another related 
factor was Malaysia’s successful prior experience in using temporary capital controls 
to avert a speculative attack on the ringgit in 1994 (see above). 

As a first step, on 31 August offshore trading of shares in Malaysian companies 
was banned with immediate effect in a move to freeze over-the-counter share trading 
in the Central Limit Order Book (CLOB) market in Singapore.” This was followed 
by the imposition of comprehensive controls on short-term capital flows 
(1 September) and a fixing of the exchange rate at RM3.80 per US dollar 
(2 September). 

The new capital controls banned trading in ringgit instruments among offshore 
banks and stopped Malaysian financial institutions from offering domestic credit 
facilities to nonresident banks and stockbrokers. With a view to halting speculative 
trading in ringgit in overseas markets (predominantly Singapore), the use of the 
ringgit as an invoicing currency in foreign trade was banned with immediate effect 
and legal tender on all ringgit deposits held outside the country was abolished with 
effect from 30 September. A 12-month withholding period was imposed on 
repatriation of proceeds (principal and profit) from foreign portfolio investment. 
There were also stringent limits on the approval of foreign exchange for overseas 
travel and investment. 


^n a special briefing to the press following the introduction of capital controls, the Special Functions 
Minister, Zainuddin, stated that before introducing currency controls the Malaysian authorities studied systems 
operating in Chile, People's Republic of China, and Slovenia and chose the Chinese system as the best model for 
Malaysia. (Star 5 September 1998). 

CLOB was an informal market for shares of Malaysian companies, operating alongside the formal share 
market (Singapore Stock Exchange) in Singapore. At the time, the total value of Malaysian shares traded in CLOB 
amounted to US$4.2 billion (Far Eastern Economic Review 2000, 56). Short-selling of shares continued on this 
market after such share dealings were made illegal in Malaysia following the onset of the crisis and this was perceived 
by Malaysian policymakers as a major factor behind exchange rate and share price instability. CLOB trading was also 
thought to contribute to ringgit outflows to Singapore. Following the Malaysian move to ban offshore trading of 
Malaysian company shares, CLOB was closed on 15 September. 
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The new controls were confined to short-term capital flows and aimed at 
making it harder for short-term portfolio investors to sell their shares and keep the 
proceeds, and for offshore hedge funds to drive down the currency. With the 
exception of limits on foreign exchange for foreign travel by Malaysian citizens, 
there was no retreat from the country’s long-standing commitment to an open trade 
and investment policy. No new direct controls were imposed on import and export 
trade. Profit remittances and repatriation of capital by foreign investors continued to 
remain free of control. Immediately following the imposition of capital controls, 
BNM experimented with new regulatory procedures in this area. But these were 
swiftly removed in response to protest by these firms (Zefferys 1999). 

Two notable changes were subsequently made to the capital control measures. 
First, in early February 1998, the original 12-month holding restriction on portfolio 
investment was replaced with a system of repatriation levies. Under this, there were 
two sets of repatriation levies, depending on whether the funds entered the country 
before or after 15 February. For investments made before that date, a three-tier levy 
was applied to the principal (the capital value), depending on how long the funds 
were retained in the country. For funds entering after that date, there was a two-tier 
levy on the repatriation of profits (but not on the principal): 30 percent on profit 
made and repatriated within one year, and 10 percent on profit repatriated after one 
year. In August 1999, this two-tier levy on profit repatriation was replaced by a 
unified 10 percent levy. Second, an agreement between the KLSE and the Singapore 
Stock Exchange on 26 February 2000 provided for the transfer of the shares trapped 
in the CLOB market to the Malaysian stock exchange and allowed trading to resume. 
Other than these changes, capital controls and the fixed exchange rate system 
provided the setting for recovery from the crisis through expansionary macro- 
economic policy. 

The replacement of the one-year moratorium on portfolio capital was widely 
interpreted in the financial press as a major backsliding from the original capital 
controls. However, in reality it was a pragmatic revision to only one element of the 
comprehensive controls. The motive behind this revision, which was introduced in 
consultation with key players in the capital market (Merrill Lynch 1999), was to set 
the stage for managing capital inflows in the recovery phase. 

With the policy autonomy gained through capital controls, the government 
swiftly embarked on a recovery package consisting of two key elements: 
macroeconomic stimulants, and banking and corporate restructuring. 


Expansionary Macroeconomic Policy 
The federal government budget deficit increased from 1.8 percent of GDP in 


1998 to 3.8 percent in 1999 and was predicted to increase further in 2000. On the 
expenditure side, there were no major new proposals beyond some moderate increase 


Capital Account Regimes, Crisis, and Adjustment in Malaysia 33 


in funds earmarked for road and rail projects. The major sources of deficit expansion 
were tax cuts and new tax incentives. Among them, the key element was a total 
waiver of income tax in 1999."° Tax breaks were given for industries of “national and 
strategic importance” and import duty was reduced on machinery and equipment 
imports. Benefiting from the new capital outflow controls, the government has been 
able to finance the deficits by issuing Malaysian government securities to be 
absorbed largely by provident, pension, and insurance funds. Only about one third of 
the financial needs have been raised externally, mainly from concessionary bilateral 
and multilateral sources. 

To complement the expansionary budgetary policy, BNM reduced the three- 
month interbank rate (BNM’s policy rate on which other interest rates are based) and 
cut the statutory reserve ratio (SRR) at successive stages in order to inject liquidity 
into the debt-ridden banking system. BNM also revised the formula used in 
computing the base lending rate!" so that reductions in the intervention rate are better 
reflected in the cost of bank credit. Other measures introduced to boost credit 
expansion included an announcement on 9 September 1999 of an indicative annual 
loan growth target of 8 percent for commercial banks, relaxation of credit limits on 
Jending by commercial banks and financial companies for buying property and 
shares, a scheme for providing soft loans for purchasing cars, a special loan scheme 
for assisting smaller industries and low-income groups, and relaxation of credit limits 
on credit cards (BNM 19992). 

By September 1999, the three-month interbank rate had been raised from the 
precrisis level of 7.5 percent to 10 percent as part of the initial conventional response 
to the currency crisis. From then on it was reduced in successive stages to a mere 
3.2 percent by the end of 1999. The SRR was reduced from 8 percent to 4 percent 
during this period. 

When taken as a whole, a noteworthy feature of the macroeconomic stimulant 
package so far has been the relatively heavy weight assigned to monetary policy 
compared to fiscal policy. One consideration behind this was the need to avoid 
crowding out private sector investment expansion/recovery, which was adversely 
affected by interest rate hikes and the credit squeeze. Another, and perhaps more 
important, consideration related to institutional bottlenecks impinging on the speedy 
implementation of new government projects. Whatever the main reason, the greater 
emphasis placed on monetary rather than fiscal policy was presumably a major factor 
in the choice of capital controls as a major element of the reform package. To use 
monetary policy for internal balance (in violation of the “Mundell assignment" of 


The waiver was part of a change in Malaysia’s tax assessment system beginning in 2000 from one based on 
income derived in the previous year to income derived in the current year. 
The benchmark interest rate prescribed by BNM for lending institutions with a view to avoiding unhealthy 
competition in credit markets. 
For instance, the 1999 budget predicted a deficit of 6.1 percent of GNP, but the outcome was eventually a 
deficit of only 3.2 percent of GNP. 
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using fiscal policy for internal balance and monetary policy for external balance) 
essentially requires capital controls to insulate the economy from international capital 
movements (Branson 1993, 34). 


Banking and Corporate Restructuring 


The new policy package placed greater emphasis on the speedy implementation 
of the banking and corporate restructuring programs, which were initiated in early 
1998 but until then had made little progress. By the end of 1999, Danaharta (the 
National Asset Management Company) had acquired a total of RM45.5 billion 
(US$12 billion) of NPLs from the financial system; of this RM35.7 billion (US$9.4 
billion) was from the banking system (amounting to 43 percent of total NPLs in the 
banking system). Reflecting this significant progress in carving out bad debt, the net 
NPL ratio (on a six-month classification) had declined to 6.6 percent as of end 
December 1999 from 10.5 percent in August 1998. In addition to these schemes, 
BNM embarked on merger programs for domestic finance companies and for banks, 
to improve their competitiveness. The merger program that aimed at reducing the 
number of finance companies from 39 to less than half that figure through mergers 
and/or amalgamations with banks has been completed. The bank merger program 
aims to form 10 banking groups each led by an "anchor" bank. As of end December 
1999, Danamodal (the Bank Recapitalization Company) had injected RM5.3 billion 
(US$2 billion) into 10 banking institutions. In the area of corporate restructuring, the 
Corporate Debt Restructuring Committee had successfully completed the 
restructuring of 19 companies involving debt worth RM14.1 billion. Restructuring 
schemes for another 25 cases involving debt worth RM16.2 billion were being 
implemented. 


Recovery 


The Malaysian economy experienced a 7.5 percent contraction in GDP in 1998, 
after 11 years of uninterrupted expansion averaging 8.0 percent per year. The degree 
of output contraction moderated to 1.3 percent (on an annual basis) in the first 
quarter of 1999 followed by a positive growth rate of 4.1 percent in the second 
quarter. Recovery accelerated in the next two quarters, culminating in a growth rate 
of 5.4 percent for the whole year. A growth rate of 11.7 percent was recorded in the 
first quarter of 2000 followed by 8.8 percent in the second. Thus the economy had 
regained the precrisis (1996) levels of GDP by mid-2000. 

Reflecting the emphasis on fiscal stimulants, public expenditure led the way to 
recovery. Both public investment and consumption started to increase in the final 
quarter of 1998 and recorded a significant upturn from the first quarter of 1999. 
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Private consumption was seen stabilizing in the first half of 1999 and grew strongly 
in the second half of the year. Private investment began to show some signs of 
recovery only in the last quarter of 1999. The delayed recovery of private investment 
is consistent with the existing excess capacity and stock overhang in the economy." 
Based on some leading indicators such as notable increases in capital goods imports, 
project approvals, and loan disbursements, private investment was anticipated to 
recover rapidly in 2000, perhaps reaching the precrisis level by the end of the year. 
Thanks to rapid export growth throughout 1999, which handsomely counterbalanced 
a strong pickup in import demand in the second half, net exports contributed about 
one third of GDP growth that year. 

On the production side, signs of recovery first emerged in the service sector 
(particularly in financial services) and domestic-oriented industries. By the second 
quarter of 1999, recovery had become more broad-based, with export-oriented 
manufacturing showing impressive output growth. In 1999, both export-oriented and 
domestic-oriented industries grew at a rate of 25 percent and accounted for 
65 percent and 35 percent, respectively, of the total output increment in the year. The 
service sector grew by 6 percent in 1999, with all subsectors showing strong growth 
and reflecting across-the-board improvements in final demand, in particular robust 
trade performance and a strong recovery in consumer demand. 

In line with the strong recovery in domestic production, the employment 
situation improved. According to the Survey of Retrenchments (conducted by the 
Department of Labour), the number of workers retrenched declined from the 
postcrisis peak of 18,116 in the fourth quarter of 1998 to 7,909 in the fourth quarter 
of 1999, The end-of-year number of job seekers registered with the Manpower 
Department declined from 54,318 in 1998 to 31,830 in 1999, The unemployment rate 
in the economy at the end of 1999 stood at 3.4 percent, only 0.9 percentage points 
higher than the precrisis level. 

The recovery has so far been underpinned by remarkably low inflation, despite 
the heavy emphasis on fiscal and monetary expansion as part of the recovery 
strategy. The annual rate of consumer price inflation increased from 2.7 percent in 
1997 to 5.3 percent in 1998, reflecting mainly the price-raising impact of a sharp 
currency depreciation. It then declined to 2.8 percent in 1999. The rate of producer 
price inflation increased from 2.7 percent in 1997 to 10.7 percent in 1998, and then 
declined to a mere 1.2 percent in 1999. 

Given that the recovery has become increasingly led by the private sector, with 
private consumption and net exports providing much of the stimulus for output 
growth, fiscal consolidation is unlikely to be a major issue in the postcrisis Malaysian 
economy. As noted, the budget deficit as a proportion of GDP recorded a modest 


19 A : x : XC : arm 
According to the Survey of Business Sentiments of MIER, capacity utilization in domestic manufacturing in 
the first quarter of 1999 was 75 percent, compared with the annual average of 85 percent for 1987-1996. While there 
was no satisfactory indicator, excess capacity in the building and construction sector was presumably much greater. 
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increase from 1.8 percent in 1998 to 3.8 percent in 1999. Public debt as a proportion 
of GDP increased from 32 percent in 1997 to 38 percent in 1999, but the latter figure 
is not out of line with the average public debt situation (37.5 percent of GDP) for the 
boom years of 1986-1996. 

The turnaround in real GDP growth has been accompanied by a further 
strengthening of the balance-of-payments position, driven by a more favorable 
external trade balance and significant inflows of long-term capital (Table 4). Boosted 
by strong export growth that outpaced increases in imports and the net services 
account balance, an unprecedented current account surplus of 15 percent of GDP 
was recorded in 1999, up from 13 percent in 1998. By the end of 1999, Malaysia’s 
foreign exchange reserves stood at US$3] billion, providing 300 percent cover for 
total outstanding short-term debts and 200 percent cover for the stock of volatile 
capital (outstanding short-term debt and cumulative portfolio investment as defined 
above) of the country. Total external debt as a percentage of GDP increased from 
44 percent in 1997 to 58 percent in 1998, and then declined to 53 percent in 1999. 
The share of short-term debt in total outstanding debt declined from 25 percent in 
1997 to 17.8 percent in 1998, and then to 14 percent in 1999. 

Growing business confidence in the recovery process began to be reflected in 
an impressive rebound in trading on the KLSE from mid-1999. Market capitalization 
of the KLSE increased from of RM200 billion in August 1998, the lowest level in 
seven years, to over RM770 billion in February 2000, which was only 8 percentage 
points short of the precrisis level (end-June 1997). The KLSE composite index was 
only 5 percentage points below the precrisis level by that time. The consumer 
sentiment and business confidence indices of MIER had almost reached the precrisis 
levels by the end of the second quarter of 2000. 

With emerging signs of recovery, foreign analysts have begun to acknowledge 
that the radical reform measures have worked relatively well in Malaysia, against 
their initial skepticism. Major credit rating agencies, which downgraded Malaysia's 
international credit rating immediately after the imposition of the capital control 
reform package, have now produced more optimistic assessments of prospects. IMF, 
in its Public Information Notice on the Article IV Consultation with Malaysia, 
commended the Malaysian authorities for "using the breathing space [provided by 
the policy measures introduced in September 1998] to push ahead with a well- 
designed and effectively implemented strategy for financial sector restructuring" 
(IMF 1999b). Furthermore, with regard to macroeconomic policy, some IMF 
directors supported the adoption of an expansionary policy stance, which they 
considered appropriate to reverse the sharp contraction of economic activity, 
particularly in view of the absence of inflationary pressure (IMF 1999b). The 
Washington-based private think-tank, the Economic Strategy Institute, noted that 
“despite the bad press it gets as a result of Prime Minister Mahathir’s critical 
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comments about speculators, Malaysia is the best story in the region” (Economic 
Strategy Institute 1999). 


The Role of Capital Controls 


It is evident from the above discussion that, after the imposition of the reform 
package based on capital controls, the Malaysian economy began to show strong 
signs of recovery. But how far did the radical policy shift actually contribute to the 
turnaround? 

Many observers have attempted to answer this question through simple 
comparisons of recovery experiences of crisis-affected countries using readily 
available performance indicators. À common inference from such comparisons is 
that controls have not made a "distinct" contribution to the recovery process in 
Malaysia, since not only Malaysia but also the other Asian countries that maintained 
open capital accounts throughout under IMF-centered reform packages have started 
to show signs of recovery (Hiebert 1999, IMF 1999a, Miller 1999, Lim 1999). 
Taking a step further, some argue that Malaysia's recovery would have been even 
faster under an IMF policy package, because, unlike Indonesia, Korea, and Thailand, 
Malaysia did not really have a serious crisis to begin with (The Economist 1999, 
Lim 1999). 

But these comparisons ignore the important fact that the economies under 
consideration are vastly different in terms of their sources of vulnerability to the 
crisis as well as the nature of their economic structures that determine flexibility of 
adjustment to a crisis. Put simply, details differ in important ways from one country 
to another, and readily available performance indicators do not capture these 
differences (Cooper 1999). Moreover, the view that Malaysia did not have a crisis in 
the first place is primarily based on Malaysia’s relatively low foreign debt levels. It 
ignores the explosive mix of equity market bubble and domestic credit boom that had 
developed in the lead-up to the crisis (see above). In any case, that the severity of a 
speculative attack on the currency of a country is proportional to the degree of 
vulnerability is not a convincing argument. If foreign lenders suspect an impending 
crisis, they do not expect to be told how serious the problem may become. They will 
simply withdraw their funds as rapidly as possible, thus turning a suspected financial 
problem into a financial rout (Cooper 1998). 

Given these considerations, an intercountry comparison can yield meaningful 
inferences only if economic adjustment under alternative policies is carefully studied 
while fundamental differences in economic structures and the original sources of 


20 i . : : POPE: : 
Interestingly, on these grounds international financier Soros (1998, chapter 7) treats the economic situation 
in Malaysia in the lead-up to the crisis as untenable as (if not more untenable than) that in Indonesia, Korea, and 
Thailand. 


38 Asian Development Review 


vulnerability to the crisis are emphasized. However, the time is not ripe for an 
in-depth comparative case study of this nature. One must wait until the recovery 
process becomes well rooted and policy responses are well embedded in economic 
data. We therefore now simply attempt a preliminary analysis of how capital controls 
have impacted on the adjustment process in Malaysia. Our approach is to examine 
whether the original expectations (mostly negative) about the fate of the reform 
program were consistent with actual experience. 


Capital Controls and Monetary Policy Autonomy 


A major doubt about the effectiveness of capital controls as a crisis 
management tool relates to the presumably ample scope for avoidance and evasion, 
which can negate the expected monetary policy autonomy (Hale 1998, Edwards 
1999). The general argument here is that, the more extensive the trade and 
investment links, the more difficult and costly it is to control capital account 
transactions because of the multiplication in the number of arbitrage possibilities that 
arise in the course of normal business. The problem with this argument is that it is 
based on a misleading mixing of “placing funds abroad retail" by manipulating 
current account transactions and “exporting capital wholesale” (Williamson 1993, 
36). There is ample evidence from both industrialized and developing countries that 
capital controls are in fact effective in substantially reducing, if not preventing, 
capital flows of the latter type, in particular placement abroad of institutional savings 
(Eichengreen 1998, De Gregorio et al. 1998, Radelet and Sachs 1998). The evidence 
from capital controls in Malaysia is consistent with this. 

The indications are that controls helped the government lower interest rates and 
encourage a revival of domestic consumption and investment without precipitating 
capital flight. Kollowing the imposition of capital controls, the net international 
reserve position of the country improved from US$20.2 billion in August 1998 to 
US$29.8 billion in May 1999, in comparison with the situation before these measures 
in the first quarter of 1998, when short-term capital flows stabilized. Thus the foreign 
reserve position began to move in tandem with the surplus in the current account. As 
foreign exchange controls were carefully targeted only on short-term investment 
flows, and trade and FDI-related transactions remained under a liberal regime, the 
policy shift did not result in the emergence of a black market for foreign exchange. 

The effectiveness of capital controls in bringing in expected monetary policy 
autonomy is evident from the dramatic turnaround in differentials between domestic 
and world interest rates following the imposition of these controls. For instance, in 
December 1997, the real interest rate differential (measured in terms of the inflation- 
adjusted three-month treasury bill rate) was +1.9 percent with the US and 
+0.6 percent with Singapore. These differentials further increased to +2.7 percent 
and +1.7 percent, respectively, in February 1998. This pattern was reversed under the 
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new policy regime. The real differential with the US turned negative in September 
1998 and was at -2.6 percent by end-1998 and early 1999. Against the Singapore 
dollar, the differential turned negative earlier, around late June 1998, when 
Singapore raised interest rates. This differential widened to -2:6 percent in October, 
then moderated to -2.0 percent by early 1999, and widened to over -3.0 percent by 
the end of the year (BNM 1999b, 2000). 

The easing of monetary policy on the back of capital controls lowered the cost 
of credit in the economy. The average lending rate of commercial banks fell from 
12.2 percent in October 1998 to 7.8 percent by the end of 1999. Carving out bad 
debts and recapitalization of weak banks improved the lending capacity of the 
-banking system. At the same time corporate restructuring, though much slower in 
implementation than banking sector reforms, served to improve the borrowing 
capacity of debt-ridden corporations. Reflecting the combined effect of these factors, 
loan approvals and disbursements, which contracted throughout 1998, began to 
recover from early 1999 and recorded strong growth from the second quarter of the 
year (BNM 2000). 


Fixed Exchange Rate and Export-led Recovery 


Fixing the exchange rate at RM3.80 per US dollar as part of the recovery 
package was originally considered by many observers as a risky strategy. The new 
fixed rate was implemented as part of a policy package whose prime aim was to 
artificially inflate the economy through fiscal pump-priming and expansionary 
monetary policy. Thus there was a possibility that domestic inflation might result in 
real exchange rate appreciation, thereby hindering recovery in tradable sectors of the 
economy, both import-competing and export-oriented. 

As of March 2000, almost one-and-a-half years after the policy shift, no 
indications suggested that this pessimistic scenario would unfold. As noted above, 
domestic inflation remained low. At the same time, the fixed exchange rate 
commitment backed by capital controls continued to cushion the economy against 
possible nominal appreciation as a natural outcome of the recovery process. In this 
context, the fixed exchange rate continued to assist Malaysian producers by 
improving international competitiveness. 

Figure 2 compares the real exchange rate in Malaysia with that of Korea and 
Thailand. It is evident that Korea and Thailand began to experience persistent 
appreciation in the real exchange rate from about the third quarter of 1999. By 
contrast, that in Malaysia continued to experience a mild depreciation with relatively 
low periodic fluctuations. In Korea and Thailand, domestic price trends have been 
similar to those in Malaysia. Yet appreciation of the nominal exchange rate propelled 
by the resurgence of short-term capital flows seems to have induced an appreciation 
of the real exchange rate in those two countries. 
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Figure 2: Real Exchange Rate Index: Korea, Malaysia, and Thailand, 
January 1997 to February 2000 
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Producer price of the given country relative to that of its trading-partner countries— both expressed in a common 
currency. Producer price is measured net of food. The original index has been inverted here so that an increase in the 
index indicates increase in relative competitiveness (real depreciation). 

Source: http://www.jpmorgan.com. 


Capital Controls and Foreign Direct Investment 


Many commentators expressed a fear that capital controls would hamper 
economic recovery by adversely affecting FDI in Malaysia (Hale 1998, Heibert 1999, 
Miller 1999). It was argued that a policy measure that constituted a significant 
departure from a long-standing commitment to economic openness could certainly 
have a negative impact on the general investment climate of the country. Moreover, 
in Malaysia, the decision to impose controls appeared so sudden and arbitrary that it 
called into question the general credibility of the government's whole framework for 
foreign investment. However, whether this would translate into a significant 
reduction in FDI flows remained debatable at the time. The pessimistic view was 
based on a false aggregation of FDI with portfolio investment and short-term bank 
credits. FDI flows are, however, determined by long-term considerations governing 
international production decisions of multinational enterprises, not by financial 
panics and related short-term economic changes. Therefore, with regard to the 


Capital Account Regimes, Crisis, and Adjustment in Malaysia 41 


external economic policy of a country, the main element in attracting FDI is a firm 
commitment to the maintenance of an open current account (Bhagwati 1998a). 

The findings of a survey on the impact of capital controls on manufacturing 
firms conducted by MIER in late 1998 are largely consistent with the latter view 
(MIER 1999).” The survey failed to detect any significant impact of new capital 
controls on operational and investment decisions of both local and foreign firms. The 
majority (about 60 percent) of firms indicated political stability, rather than capital 
controls, as the most important criterion for investing in Malaysia in the future. Over 
85 percent of firms (90 percent of firms with FDI) disclosed plans to maintain 
investment levels over the next one to three years. 

The view that capital controls adversely affected FDI flows to Malaysia is often 
heard when the Malaysian postcrisis experience is compared to that of Korea and 
Thailand. During the postcrisis period, FDI inflows to Korea and Thailand indeed 
increased at a faster rate compared to those to Malaysia (Table 5). However, this 
comparison needs to be treated cautiously. In Korea and Thailand, acquisition by 
foreign companies of assets or equity of domestic companies was a major component 
of foreign capital inflows. For instance, from 1 January to 15 April 1999, capital 
inflows relating to these activities amounted to US$27 billion in Korea and US$20 
billion in Thailand, compared to US$2 billion in Malaysia (Far Eastern Economic 
Review 17 June 1999, 38). Unlike Korea and Thailand, Malaysia did not resort to 
promoting acquisitions or takeovers by foreign companies as part of the process of 
corporate and banking restructuring. 

When allowance is made for this policy factor, the decline in FDI flows to 
Malaysia can simply be treated as part of the general decline in investment in the 
country following the onset of the crisis. This view is supported by the data on 
proposed and approved investment reported in Table 6. Note that the decline in both 
proposed and approved investment over the period 1997-1999 js common to both 
foreign and domestic investment. If anything, domestic private investment grew at a 
much slower rate than FDI. 


; The 135 firms accounting for over 60 percent of total manufacturing output in the country responded to the 
survey. Of these firms, 77 were with foreign capital participation (wholly foreign owned: 33; joint ventures: 44) and 
56 were wholly locally owned. 
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Table 5: Korea, Malaysia, and Thailand: Foreign Direct Investment, 
1995-1999 (US$ million) 


Korea Malaysia Thailand 
1995 1776 9294 2068 
1996 2325 11951 2336 
1997 2844 12536 3746 
1998 5415 7398 6941 
1999 7023 7852 §723 
1997 Qi 624 2833 645 
Q2 791 4745 842 
Q3 611 3101 1222 
Q4 819 2215 1037 
1998 Qi 505 1658 1870 
Q2 1168 1634 2628 
Q3 2162 1357 1249 
Q4 1582 2787 1031 
1999 Q1 1407 1546 1004 
Q2 1819 2634 2203 
Q3 2067 2561 1173 
Q4 1730 1111 1344 
2000 Q1 283 1507 797 
Q2 1788 1209 651 


Sources: Korea and Thailand: IMF, International Financial Statistics (various issues). Malaysia: Bank 
Negara Malaysia, Electronic Database, Tables VIII.13 and VIIL14 (http://onm.gov.my). 


Table 6: Malaysia: Investment Applications and Approvals in Manufacturing, 
1996-1999 (US$ billion) 


1996 1997 1998 1999 

Applications 16.7 12.2 5.1 3.8 
FDI 7.0 Del 3.2 2.6 
Local 9.7 T4 2.9 1.2 
Approvals 13.6 9.2 6.7 4.4 
FDI 6.8 4.1 3.3 3.6 
Private domestic 6.8 5.1 3.4 0.8 


Source: National Economic Advisory Council, Malaysia (http://neac.gov.my). 


Capital Controls and Portfolio Investment 


Would portfolio investors permanently leave Malaysia as a punishment for its 
recalcitrant act? When the capital controls were first introduced (and even after the 
system of repatriation levies was introduced) many observers were concerned about a 
potential significant outflow of short-term foreign debt and portfolio investment after 
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1 September 1999.” However, the ending of the one-year moratorium turned out to 
be a nonevent. Total net portfolio capital outflow in the fourth quarter of 1999 
amounted to only US$2.2 billion, compared to a total stock of about US$10 billion 
potentially movable foreign portfolio investment (IMF 1999b, 98). Net outflows 
became positive by mid-January 2000 while the first quarter of the year recorded a 
total net inflow of US$2.4 billion. This investment pattern suggests that investors did 
not find it difficult to factor in the new profit tax on portfolio investment, as ground 
rules are now more transparent in a context where signs of economic recovery are 
clearly visible. 

Following the imposition of capital controls on 1 September 1998, Morgan 
Stanley Capital International, International Finance Corporation (the investment arm 
of the World Bank), and Dow Jones removed Malaysia from their capital market 
indices. Lack of transparency in new measures at the time that controls were imposed 
and uncertainty about future growth prospects of the economy were as much an issue 
as the nature of the controls themselves.” Following the introduction of market- 
friendly changes to capital controls and as the economy began to show clear signs of 
recovery, the International Finance Corporation and Dow Jones reinstated Malaysia 
in their global indices by the end of 1999. Morgan Stanley Capital International 
reinstated Malaysia in its global indices by June 2000. 


Conclusions 


The Malaysian experience has been interpreted to mean that a country can 
succumb to an international financial crisis even if it has faithfully followed the 
conventional policy on sequencing current and capital account liberalization and has 
a long-standing commitment to sound macro management traditions (Bhagwati 
1998a, Furman and Stiglitz 1998, Radelet and Sachs 1998). Our analysis of policy 
trends and economic performance in the precrisis Malaysian economy does not 
support this view. It is true that capital account opening followed current account 
opening. But by the time these reforms were implemented there was a clear departure 
from conventional macroeconomic prudence. The opening of domestic capital 
markets to equity investors was not appropriately combined with initiatives to 
improve corporate governance. Substantial bank lending fueled by the public 
investment boom and the dramatic expansion in share trading created a highly 
leveraged economy. This, coupled with an equity market bubble in which foreign 


22 The amount of portfolio capital alone trapped in the country by capital controls was estimated to be over 
US$14 billion (BNM 1999b). 
It is pertinent to mention here that the imposition in the early 1990s of capital controls on repatriation of 
existing capital that involved a lock-up of five years did not lead to an exclusion of the Chilean market from these 
indices. Presumably this was because transparency was not an issue in Chile (Merrill Lynch 1999), 
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institutional investors played a big role, set the stage for a speculative attack on the 
currency and subsequent economic collapse. Closer regulation and monitoring of 
private sector foreign currency borrowing by BNM prevented an accumulation of 
excessive foreign borrowing in Malaysia, unlike in Indonesia, Korea, and Thailand. 
However, this favorable feature of the policy environment was overwhelmed by 
further liberalization of the capital account and aggressive promotion of portfolio 
inflows, in a context of a significant departure from the conventional fiscal and 
monetary prudence associated with a “big push” public investment program. The 
erosion of policy autonomy historically enjoyed by BNM as part of the growth 
euphoria was reflected in a substantial credit buildup in the economy and significant 
deterioration in the quality of banks’ asset portfolios. 

Malaysia has certainly survived dire predictions made by many observers at the 
time it embarked on its radical policy path in late 1998. Once the Malaysian 
authorities decided to deviate from the IMF route and follow the conventional 
Keynesian recipe for crisis management, capital controls seem to have provided a 
conducive setting for the effective pursuance of such policies. The new policy 
prevented massive capital outflow and permitted significant interest rate differentials 
with the rest of the world. Against the popular perception that short-term capital 
flows cannot be controlled in a highly trade-oriented economy, the Malaysian 
evidence suggests that these flows can be effectively regulated (at least on the 
margin), provided that the controls are specifically targeted at capital account 
transactions. 

So far, the fixed exchange rate has helped the recovery process by preventing 
premature exchange rate appreciation as part of improved market sentiment toward 
recovery prospects. However, as the recovery process gathers momentum, it will 
become difficult to maintain international competitiveness without shifting to a more 
flexible rate. 

There is no evidence to suggest that controls on short-term capital flows have 
adversely affected Malaysia’s image as a favorable location for FDI. On the contrary, 
there is anecdotal evidence that foreign investors, particularly those involved in 
export-oriented production, favor capital controls and the fixed exchange rate as 
sources of stability in the investment climate. The time-honored view (and yet much 
neglected in the current debate on crisis management) that in terms of underlying 
determinants of mobility, long-term investment (FDI) is quite different from “hot 
money” (Meade 1951, 298) is reconfirmed by the Malaysian experiment. Foreign 
portfolio investors have not completely deserted Malaysia either. The lesson here is 
that the use of capital controls is unlikely to have an adverse lingering effect on 
foreign portfolio investment, provided that timely steps are taken to infuse greater 
flexibility and transparency into the regulatory mechanism and that the reform 
process brings about speedy economic recovery. 
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One can still dispute the argument that controls have played a “special role” in 
delivering a superior recovery outcome for Malaysia (compared to the IMF-program 
countries) for want of counterfactuals. However, the fact remains that the new policy 
measures enabled Malaysia to achieve recovery while minimizing social costs and 
economic disruptions associated with a more market-oriented path to reform. This 
itself is a significant achievement because maintaining social harmony is an 
overriding concern (quite apart from considerations of economic efficiency) of 
economic policy making in ethnically diverse Malaysia (Crouch 1998). Even if the 
bloody racial riots in 1969 are ignored as a distant event, the ethnic conflict triggered 
by the modest economic downturn in the mid-1980s cannot be entirely overlooked. 

An important issue not addressed in this paper is the long-term growth 
implications of crisis management behind closed doors. If the Malaysian authorities 
made use of the breathing space provided by capital controls to rescue companies 
and banks that were rendered illiquid by the financial panic (i.e., unable to roll over 
short-term credit) but were otherwise viable, then the underlying growth prospects of 
the economy will have remained intact. Alternatively, if bailouts assisted inefficient 
(mostly politically linked) firms whose insolvency was hastened by high interest rates 
and lower aggregate demand, then growth prospects will have been impaired. Such 
rescue operations may also induce moral hazard by encouraging firms or banks 
to continue their risky acts, in the hope that they will be rescued in similar future 
crises. There is indeed anecdotal evidence of inappropriate rescue operations (Ariff 
1999, Yap 1999). But whether these costly practices are unique to the capital- 
control-based reform process in Malaysia is a debatable issue. Similar concerns have 
been raised relating to banking and corporate restructuring processes in Indonesia, 
Korea, and Thailand, countries that have ridden the crisis without capital controls. 
Moreover, one can reasonably argue (along the lines of Krueger and Tornell 1999, 
for instance) that the economic gains associated with the speedy implementation of 
banking and corporate restructuring in Malaysia might have compensated for these 
alleged costs. 

The inference that capital controls have helped crisis management in Malaysia 
by no means implies that the Malaysian approach to crisis management should be 
treated by other developing countries as a ready-made alternative to the conventional 
IMF recipe. It is of course hazardous to draw general policy lessons from the study of 
an individual country. With the benefit of hindsight, one can reasonably argue that a 
number of factors specific to Malaysia may have significantly conditioned the actual 
policy outcome. As noted, thanks to long-standing prudential controls on foreign 
borrowing, Malaysia succumbed to the crisis with limited foreign debt exposure. 
With a vast domestic revenue base and ready access to “captive” domestic financial 
sources (in particular the Employees’ Provident Fund and oil-rich Petronas), the 
government was perhaps better placed than that in any other crisis country to make a 
decisive departure from the conventional, IMF-centered approach to crisis 
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management. The implementation of new controls was also greatly aided by a well- 
developed banking system, which was able to perform most of the new functions 
smoothly as part of its normal business. 
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Abstract. A recent development in regional trading arrangements has been their 
tendency to both widen and deepen. This paper examines the impacts of widening, 
and assesses the progress of deepening in the ASEAN Free Trade Area (AFTA). The 
widening of AFTA has seen its membership grow from six countries at its inception in 
1992 to 10 currently. The new entrants will gain from membership in AFTA, with the 
main benefits likely to come from improved access to markets in the region, and 
increased foreign investment flows. This widening has increased AFTA’s diversity 
and made it more heterogeneous. But it also threatens to fragment AFTA, with the 
emergence of a two-tier system consisting of a developed and underdeveloped segment. 
The AFTA-Plus program is designed to deepen regional integration. Apart from 
harmonizing customs procedures and tariff nomenclature, and fast-tracking a 
common customs valuation method, progress has been limited. In services and 
intellectual property rights for instance, the multilateral rather than regional 
approach would appear to be both more effective and less likely to be subject to 
distortions. With foreign investment, the preferential access arrangement proposed in 
the ASEAN Investment Area could distort the investment climate and result in unequal 
gains to old and new members. 





Introduction 


egional trading arrangements (RTAs) are in fashion, and have been prolif- 
erating.! There is strong demand to form or join RTAs on political 
grounds. As Bhagwati (1997, 282) put it, referring to RTAs, "no politician 
is happy unless he has put his signature on at least one of them." There is 


‘AS of early 1992, there were 34 RTAs and 17 prospective ones (see de la Torre and Kelly 1992). By early 
1995, a total of 98 RTAs had been notified under Article XXIV of the General Agreement on Tariffs and Trade 
(GATT). Currently, there are more than 200 of them. 
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also an apparent strong compulsion to avoid being an outsider on economic grounds.” 
As far back as 1964, Mundell (1964) demonstrated how trading partners who do not 
join a preferential trading arrangement might be made worse off (through terms-of- 
trade effects)’ even when global welfare is enhanced. Even without terms-of-trade 
effects (1.e., even if the RTA is “small”), the fact that an outsider’s competitors may 
have negotiated preferential access to its major markets suggests that the costs of not 
joining could be high. The threat of trade and investment diversion is viewed as a 
compelling reason to seek membership of RTAs. On the supply side, existing mem- 
bers of RTAs are usually quite receptive to expanding their membership, for both 
political and economic reasons. Size matters in politics: political clout in interna- 
tional negotiations is often a function of size, and size can only be increased by 
expanding the number of members in the club. In economic terms, the addition of 
new members can create greater opportunities for regional division of labor and 
specialization, and an enlarged duty-free market is attractive to firms in existing 
member countries. Thus, if the last two decades have been characterized by growth in 
the number of RTAs, then more recent years reflect an era in which these RTAs have 
been expanding, or widening, their membership. 

The most popular type of RTA continues to be the free trade area (FTA). FTAs 
are the least restrictive of RTAs, requiring member countries to remove only trade 
barriers among themselves, and allowing each member country to set its own barriers 
to trade with nonmembers.* The removal of trade barriers alone has been described as 
a “relatively shallow form of integration” (Lawrence 1996). FTAs (as well as other 
forms of RTAs) have been extending their agenda beyond just the removal of barriers 
to trade. In other words, they have been deepening. Perhaps the strongest motivation 
to pursue deepening is the desire to promote international investment and the opera- 
tions of multinational enterprises as much as the desire to promote trade. Apart from 
pursuing regional agreements that aim to promote international investment, FTAs are 
negotiating agreements that facilitate trade in services, the harmonization of stan- 
dards, the protection of intellectual property rights, and so on. In some cases, the 
agenda on these issues is more ambitious (in terms of either scope, depth, and/or 
speed of implementation) than that currently being considered at the World Trade 
Organization (WTO). 


We of 1994, all but three of the 128 members of the GATT were also members of at least one RTA. If the 
Asia-Pacific Economic Cooperation (APEC) initiative is included as an RTA, then three economies (Hong Kong, 
China; Japan; and Republic of Korea) are no longer exceptions (see Sampson 1996). 

l This occurs when the preferential arrangement is large enough to affect world prices, and outsiders as a whole 
are harmed because their terms of trade deteriorate as a result of trade diversion. 

Other types of RTAs are: (i) customs union, similar to a free trade area except that member countries must 
pursue common external commercial relations, such as the adoption of a common external tariff; (ii) common market, 
a customs union with free factor mobility within the grouping; and (iii) economic union, a common market with a 
central authority introduced to unify monetary and fiscal policies so that member countries effectively become regions 
of one economic nation. l 
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In this paper, we examine the impact of widening and assess the progress of 
deepening in the ASEAN Free Trade Area (AFTA). The Association of Southeast 
Asian Nations (ASEAN) consisting of Brunei, Indonesia, Malaysia, Philippines, 
Singapore, and Thailand was formed in 1967. AFTA began in 1992 with the then six 
members of ASEAN (ASEAN 6). When Viet Nam, Lao People’s Democratic 
Republic (Lao PDR), Myanmar, and Cambodia subsequently acceded to both 
ASEAN and AFTA the objective of incorporating all Southeast Asian nations in 
ASEAN's membership was finally achieved. The second section of the paper 
describes this widening of AFTA. Terms under which the new members have 
acceded to AFTA are examined, and compared with the terms of its original 
members. The third section examines the impacts of widening, such as impacts on 
new members of participating in AFTA, as well as the impacts of widening on AFTA 
as a group. The recent financial crisis in Southeast Asia has increased the pressure on 
AFTA to consider deepening its arrangements. The fourth section documents the 
main aspects of the AFTA-Plus program aimed at deepening regional integration. 
The fifth section assesses progress with deepening in each of these main aspects, and 
considers how the regional approach to these issues compares with the multilateral 
alternative. The sixth section considers the interrelations between widening and 
deepening, while the seventh section looks at the impact of the financial crisis on 
widening and deepening. The final section presents some conclusions. 


The Widening of AFTA 


The decision to establish AFTA was taken at the Summit Meeting of the 
ASEAN Heads of State in January 1992. All six (ASEAN-6) members were envis- 
aged as participating in AFTA. At the outset, these six countries agreed to a deadline 
of 2008 for reducing the Common Effective Preferential Tariff (CEPT) rates to 
0-5 percent. This deadline was advanced to 2005 at the Fifth ASEAN Summit 
Meeting held in Bangkok in December 1995 and was later moved to 2003, then to 
2002. In addition, it was agreed that each ASEAN-6 country would have a minimum 
of 85 percent of its tariff lines in the Inclusion List with tariffs of 0-5 percent by 
2000. Thereafter, this would be increased to a minimum of 90 percent of the Inclu- 
sion List in the 0-5 percent tariff range by 2001. 

The first step in widening AFTA took place at the Fifth ASEAN Summit 
Meeting on 15 December 1995 in Bangkok, when Viet Nam simultaneously joined 
ASEAN and acceded to the CEPT agreement. At this Summit, Viet Nam agreed to 
the following provisions: (i)to extend, on a reciprocal basis, most favored nation 
(MEN) and national treatment (NT) to ASEAN member countries; (ii) to prepare a 
list for tariff reduction and start tariff reduction on 1 January 1996, ending at the 
0-5 percent tariff rate by 1 January 2006; (iii) to phase in products that were tempo- 
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rarily excluded in five equal installments beginning on 1 January 1999 and ending on 
I January 2003; (iv) to phase in agricultural products that were temporarily excluded 
beginning on 1 January 2000 and ending on 1 January 2006; and (v) to provide 
information on its trade regime whenever requested. Thus Viet Nam, like the 
ASEAN-6, was given 10 years to reduce its tariffs to 0-5 percent. 

The second stage in the widening of AFTA took place at the Seventh ASEAN 
Summit Meeting in Kuala Lumpur on 23 July 1997, when Lao PDR and Myanmar 
again acceded to both ASEAN and the CEPT agreement. The provisions were 
identical to those of Viet Nam described above, except for the time frame. While 
both countries would also have 10 years to satisfy AFTA obligations, they were to 
begin their program on 1 January 1998 and conclude on 1 January 2008. Cambodia 
was to join Lao PDR and Myanmar in formally acceding to ASEAN and AFTA on 
23 July 1997. However, following the rupture of the governing coalition in June 
1997, ASEAN decided to postpone Cambodia's membership. Cambodia finally 
moved from observer status to full member on 30 April 1999, and its membership 
completes the widening of AFTA to include all 10 Southeast Asian nations. 

A recent development associated with AFTA's widening is the attempt to "link 
up" with other RTAs. AFTA has its closest link with the Australia-New Zealand Closer 
Economic Relations Agreement. The potential for an explicit widening, through a 
formal link between the two RTAs, looks limited however, despite a concerted push by 
Australia to forge one. Malaysia in particular has been keen on promoting the East 
Asian Economic Caucus, which would exclude Closer Economic Relations partners. 
There is also a link between AFTA and the North American Free Trade Agreement 
(NAFTA). This is an informal arrangement involving discussions and exchanges 
between officials over trade issues. Widening through a formal link is also unlikely 
here, especially given ASEAN fears that such a link would be seen in Europe 
and Japan as co-option of ASEAN by the United States (US) (Arndt 1996). The 
ASEAN-6 members are also members of APEC (Asia-Pacific Economic Coopera- 
tion), but have been keen on maintaining the separate identity of AFTA by resisting 
attempts to link AFTA too closely with APEC. This is evidenced, for instance, by 
ASEAN’s collective rejection of the proposal by then President Fidel Ramos of the 
Philippines (raised at the 1996 APEC leaders' Summit Meeting in Subic Bay) to 
multilateralize, within APEC, the AFTA accords. The informal nature of APEC's 
links with other RTAs suggests that it has not contributed to the widening of AFTA 
in any substantial way. 

There are two other recent and important developments in the region. First is 
the “ASEAN+3” idea, comprising the People's Republic of China, Japan, and 
Republic of Korea (henceforth Korea). The country composition is exactly that 
proposed by Prime Minister Mahathir as part of the East Asian Economic Caucus 
more than a decade ago. Although the exact nature of the relationship between 
ASEAN and the three is still unclear at this stage, it does hold out the potential for a 
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significant enlargement should there be a formal arrangement among them in the 
future. At present, the likelihood of such a formal arrangement is low, in the face of 
likely opposition from the US and other countries within the region (particularly 
Australia and New Zealand). 

ASEAN+3. has announced a regionwide system of currency swaps to help 
members deal with future crises, and three bilateral agreements were signed in May 
2001 at the sidelines of ADB’s annual meetings. More are likely. In addition, the 
Asian Monetary Fund (AMF) idea, which was rejected only three years ago, may 
soon be revived in a watered-down form. At the 2000 IMF-World Bank annual 
meetings in Prague, IMF Managing Director Horst Koehler for the first time indi- 
cated support, in principle, for an AMF-type institution if it could complement the 
role of the IMF. Bergsten (2000) claims that the machinery of ASEAN+3 is already 
more sophisticated than that of NAFTA, and that it is more active than any other 
grouping outside Europe. Attempts to further widen ASEAN in this way, however, 
are a recognition of its internal weakness, and that even with its new members, 
ASEAN is somewhat barren without its major trading partners in the region. Such 
attempts also implicitly recognize the need to involve these three countries if 
ASEAN is to pursue intensified regional cooperation in any worthwhile or meaning- 
ful way. 

The second important development is the growth in bilateralism in the region. 
From ASEAN, Singapore has been active in pursuing such arrangements, and has 
already concluded a free trade agreement with Japan. Currently, a bilateral arrange- 
ment is being negotiated with Australia and New Zealand, and Singapore has plans 
for bilateral agreements with Canada and Mexico. These agreements are intended to 
be “WTO-Plus”, or to go further than what is prescribed by WTO. Within 
ASEAN+3, a bilateral free trade agreement between Japan and Korea is under 
negotiation, but each has been active in pursuing bilateral arrangements with coun- 
tries outside the region. Japan is pursuing bilateral agreements with Canada and 
Mexico, while Korea is negotiating with Chile and New Zealand. 


Impacts of AFTA Widening 
Impact on New Members” 
Trade 
Apart from Myanmar, the other new members of ASEAN are not members of 


WTO. The significance of this is that WTO nonmembers do not have legal rights to 
MFN nor NT for exports to member countries. AFTA though will provide these 


“This section draws upon Menon (1998). 
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countries with such legal rights for exports to the ASEAN market. Since most of the 
trade of the new member countries is with other ASEAN countries, MEN and NT in 
ASEAN markets will be significant. Take for instance the case of the Lao PDR. 
Currently, it has a catalogue of claims with respect to unfair treatment and restricted 
market access in its trade with Thailand. In agriculture in particular, the Lao PDR 
authorities claim that Thailand operates a system of implicit and variable quotas on 
its agricultural exports (mainly livestock such as cattle and pigs, coffee, and wood 
products). With the conferment of legal rights to fair treatment (and access to dispute 
settlement procedures), ASEAN should provide the Lao PDR with an effective 
forum to negotiate market access issues with Thailand. 

since the new members of ASEAN already conduct most of their trade with 
other ASEAN countries, the potential for trade diversion associated with AFTA 1s 
low. Reductions in tariffs on goods already sourced from ASEAN will be welfare- 
enhancing if reductions in the price of these goods lead to increases in consumption, 
or, if they are inputs to production, increases in exports. The main problem in the 
Southeast Asian Transitional Economies (SEATEs) of Cambodia, Lao PDR, Myanmar, 
and Viet Nam relates to the wide range of nontariff barriers (NTBs) that restrict 
trade. AFTA stipulates that all NTBs on tariff lines in the Inclusion List will have to 
be phased out within five years of participating in AFTA (with quantitative restrictions 
abolished immediately). Eventually, NTBs on all products will have to be phased out 
as part of the AFTA obligations. Thus, AFTA will provide the SEATEs with the 
opportunity to deal with, and eventually to dismantle, the many NTBs that currently 
restrict trade. As long as ASEAN is serious about its members complying with this 
obligation, and monitors the process closely, then the dismantling of NTBs in the 
SEATESs could be trade-creating. Since only a very small share of domestic demand 
for nonagricultural goods is currently met by domestic production in these countries, 
however, the potential for trade creation associated with AFTA is low. 


Foreign Investment 


How is membership of AFTA likely to affect foreign direct investment (FDI) 
flows to the SEATEs? Although AFTA is unlikely to significantly alter the composi- 
tion of FDI flows to these countries, both the volume and quality of FDI could 
change. Perhaps the most significant constraint on FDI flows to these countries is the 
perceived risk associated with investing there. This derives from the absence of a 
strong legal and regulatory environment. In such an environment, investors will 
require a higher (minimum) return on their investment to compensate for the higher 
level of perceived risk. This has implications for both the level and nature of foreign 
investment flows. First, the total amount of foreign investment in any industry is 
likely to be lower than it would be if this additional risk could be reduced or elimi- 
nated. Second, the higher levels of return required usually result in a large share of 
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investments that are short term in nature. Apart from these effects, the weak legal and 
regulatory environment may result in foreign investors trying to protect their invest- 
ments through ad hoc arrangements with local officials and partners. Corruption in 
this instance occurs not as a means to bypass government regulations, but rather to 
compensate for a lack of them! Such arrangements provide opportunities for rent- 
seeking activities that can impose costs on the domestic economy and distort the 
local investment climate. Most rent-seeking activities also run counter to national 
interests.° 

Membership of AFTA could signal to foreign investors that administrative, le- 
gal, and bureaucratic systems would have to change to satisfy the obligations of 
membership. In other words, membership could signal to foreign investors that the 
transition to a fully-fledged market economy would be certain and more rapid than it 
would otherwise be.’ These sorts of perceptions are likely to be important to potential 
investors in assessing risks, especially when investors are aware that international 
contracts are practically impossible to enforce." 


Revenue Effects 


The most significant perceived cost of AFTA membership relates to the poten- 
tial loss in revenues from trade taxes associated with tariff reductions. Revenue from 
trade taxes constitutes a significant share of total government revenue in the 
SEATEs." While the contribution of trade taxes to total government revenue is likely 
to fall, particularly in the short term, there are a number of factors that suggest that 
the size of the fall will be moderate. 

First, the reduction in tariffs and other economic reforms will, over time, 
increase economic growth, and this will stimulate imports. Thus, while less tariff 
revenue will be collected on each imported good, the increase in the volume of 
imports will mitigate the fall in revenue in the aggregate (assuming that the new tariff 
is greater than zero). Second, a significant share of tariff revenue in the SEATEs is 


Sranzi and Davoodi (1997) suggest that corruption induced by inadequate control or audit systems may alter 
the design of projects, by increasing size and complexity. The size of the “cammission” that public officials receive for 
assisting an enterprise win a foreign investment license or contract is usually a function of the size or complexity of the 
project itself. 

In their assessment of Viet Nam’s accession to AFTA, the ASEAN Secretariat (1996, 38) noted that, “The ac- 
cession to the CEPT Agreement and Viet Nam’s participation in many other areas of ASEAN economic cooperation ... 
send a strong signal to foreign investors of the direction of her economic palicies. They strengthen the perception that 
Viet Nam is firmly committed to the continuing liberalization of her trade and investment regime.” There are other 
examples of developing countries using membership in an FTA to send similar signals. According to Lawrence (1996, 
31), “a key Mexican motive for NAFTA was to ensure that its economic reform policies would be credible and 
permanent.” 

There is concern, however, that the perceptions of foreign (non-ASEAN) investors, and the investment climate 
in these and other ASEAN countries, could be jeopardized with the proposal to provide preferential access to ASEAN 
investors as part of the ASEAN Investment Area scheme. This issue is discussed in detail below. 

In the Lao PDR for instance, trade taxes contributed about 30 percent of total government revenue in 1995. 
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collected on goods such as alcoholic beverages and cigarettes. These goods will be 
quarantined from tariff reductions as they are in the General Exceptions List. Third, 
the reduction in tariffs and other trade barriers is likely to reduce the incentive to 
engage in informal cross-border trade, or smuggling. The volume of informal trade in 
all of the SEATEs is suspected to be quite high. In the Lao PDR for instance, infor- 
mal or unrecorded trade as a share of recorded trade is suspected to be at least 
30 percent, but could be as high as 50 percent (see Menon 1999). Unrecorded trade 
of the Greater Mekong Subregion (GMS) countries”? is estimated at twice that of 
recorded intra-GMS trade (Than 1997). If smuggling does indeed fall in response to a 
lowering of barriers, then the share of trade that can be assessed for tariffs will 
increase." The overall impact on revenue from trade taxes (in the absence of signifi- 
cant trade diversion) will depend on (i) the size of the tariff reduction; (i1) the extent 
of the switch from unrecorded to recorded trade; and (iii) the growth in (recorded) 
imports as a result of tariff cuts, and indirectly, through the increase in economic 
activity associated with trade liberalization.” Since tariffs are already generally low 
and effective tariffs even lower (with the various duty exemption schemes) in the 
SEATEs, the increase in the share of recorded trade or the extent of the growth in 
recorded imports need not be very high to significantly offset the reduction in reve- 
nue associated with preferential tariff cuts. If tariff revenue loss is still a concern, 
however, then the SEATEs could replace the lost revenue by raising domestic taxes 
(e.g., a value-added or sales tax). Such taxes are also less likely to distort domestic 
resource allocation if applied equally and independently of the supply source. In this 
way, AFTA accession would provide the impetus for important complementary 
domestic tax reform. All in all, concerns over revenue loss associated with AFTA- 
related tariff cuts should not be a stumbling block. 


Impact of Widening on AFTA as a Group 
Economic Effects 


What are the welfare effects associated with the widening of AFTA? Could the 
welfare effects of a widened AFTA be superior to that of the original, smaller, 
AFTA? Furthermore, could the welfare effects of a widened AFTA be superior to 
that of nondiscriminatory or unilateral liberalization? In answering these questions, it 
is useful to begin by noting that RTAs, irrespective of their size, are generally second 
best in nature in that they are generally an inferior option to nondiscriminatory or 


IO he members of the GMS are Cambodia, Lao PDR, Myanmar, Thailand, Viet Nam, and Yunnan province of 
the PRC. 
indeed, some of the increase in trade among the ASEAN-6 countries is attributed to a rise in the reporting, 
rather than the volume, of trade (see Menon 1998). 


See Menon (1999) for a formal analysis of the impact of reducing barriers to trade on smuggling. 
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unilateral liberalization. As far back as 1965, Cooper and Massell showed that 
nondiscriminatory tariff reductions would enable a country to enjoy trade creation 
without any trade diversion." 

The only case where the formation (or expansion) of an RTA would be superior 
in welfare terms to unilateral liberalization is one where the formation (or expansion) 
of the RTA results in substantial terms-of-trade gains. This is where the size of the 
RTA might matter. (Unilateral liberalization, on the other hand, would unambigu- 
ously lead to a deterioration in a country’s terms of trade.) If the RTA is large 
enough, this could lead to an improvement in the RTA’s collective terms of trade by 
reducing its imports from, and supply of exports to, the rest of the world. Such an 
outcome would imply a substantial amount of trade diversion. In this scenario, the 
welfare gain from the terms-of-trade improvement is large enough to offset the 
welfare loss associated with increased trade diversion. As noted earlier, the fact that 
most of the new members of ASEAN conduct a substantial portion of their trade with 
other ASEAN countries suggests that the potential for trade diversion is very low. 
Furthermore, given that the expansion in AFTA is small, any trade diversion, and 
associated terms-of-trade improvement that might occur, is also likely to be small. 

Thus, the welfare effects of an expanded AFTA are unlikely to be any better 
than those associated with the original AFTA (and, by implication, nondiscrimina- 
tory liberalization remains a superior option compared with either the expanded or 
the original AFTA). If the expansion of AFTA results in a substantial amount of 
trade creation, then this could lead to a deterioration in the terms of trade because 
part of the resultant increase in real incomes is likely to spill over into greater 
demand for imports from the rest of the world. In this scenario, the welfare loss 
associated with a terms-of-trade deterioration would have to be large enough to offset 
the welfare gain resulting from increased trade creation. Earlier we noted that only a 
very small share of domestic demand for nonagricultural goods is currently met by 
domestic production in the new member countries, implying a very low potential for 
trade creation by joining AFTA. This fact, coupled with the relatively minor expan- 
sion in the size of AFTA, suggests that any terms-of-trade improvement is also likely 
to be minor, if not negligible. This again points to very little change in welfare 
between the original and expanded AFTA. It also reaffirms the view that unilateral 
liberalization is Pareto-superior to either the formation of (the original) AFTA, or its 
expansion. 


D Furthermore, the extent of trade creation under unilateral liberalization would be either equal to or greater 
than that possible with a preferential arrangement such as AFTA. The extent of trade creation with unilateral 
liberalization would be greater than that possible with AFTA if the lowest-cost producer lay outside the RTA, and 
equal to that with an RTA if the lowest-cost producer was a member. 
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. Noneconomic Effects 


The accession of the SEATEs will increase ASEAN's diversity and heteroge- 
neity, and change its geopolitical character. This widening will pose challenges to 
ASEAN’s cohesion. Much has been said about how ASEAN must avoid a two-tier 
system emerging when the SEATEs become members. The reality is that a two-tier 
system was always going to be inevitable, at least initially, if the SEATEs were to be 
accepted as full members. In other words, a two-tier ASEAN already exists. What is 
required at this point is a focus on measures that can be implemented to address this 
problem, rather than more rhetoric that implicitly denies that this fragmentation has 
already occurred. It should be noted, however, that the ASEAN-6 countries have 
initiated some programs of technical and financial support to assist the SEATEs in 
their development pursuits. Although minor, these programs are unprecedented on 
the part of ASEAN, which has always operated on the basis of equal partnership (see 
Menon et al. 2000). The Asian financial crisis is likely to have made the task of 
retaining cohesion within an expanded ASEAN much more challenging. The crisis- 
affected countries of ASEAN will no longer be able to provide the level of technical 
and financial support to the new members that was planned prior to the crisis. 

ASEAN is a body that is governed by consensual decision making. It is an ex- 
treme case of the asymmetric decision-making rule, implying that the pace of change 
will be governed by its weakest, or most conservative, member. If ASEAN sticks 
with this rule, then the pace of change will probably have to slow to accommodate its 
new members. To avoid this, ASEAN will have to slowly abandon its consensus rule 
in favor of a less rigid system, such as a system of majority voting.'^ A shift toward 
majority voting could, however, lead to one or more of the new members feeling 
somewhat marginalized in the decision-making process. This could happen if the 
new members find themselves frequently in disagreement on issues on which the 
incumbents, after 30 years of communal and consensual decision making, share a 
common position. There is also the risk of administrative unwieldiness resulting from 
widening, particularly given the complex institutional organization of ASEAN 
(Arndt 1996). 


AFTA-Plus: Attempts to Deepen 


AFTA is not just about reducing intra-ASEAN tariffs on traded goods. Following 
the trend in WTO and RTAs elsewhere, AFTA has various measures to deepen 
regional integration by extending the agenda beyond the liberalization of barriers to 
trade in goods. This agenda is referred to as "AFTA-Plus." In an earlier review of 


the first step is this regard has already been taken, with the introduction of majority voting in the settlement 
of disputes. 
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AFTA, Lee (1994, 4) noted that “in order to achieve the goals of AFTA, ASEAN 
would need to go beyond tariff reduction to include nonborder issues ranging from 
NTBs to investment policies ... in other words, what is needed is not AFTA per se, 
but an ‘AFTA-Plus’.” 

The Framework Agreement on Enhancing ASEAN Economic Cooperation 
concluded at the Fourth ASEAN Summit Meeting in Singapore in January 1992 
contained provisions to increase cooperation in banking, finance, transport, and 
communications. Other measures of AFTA-Plus include the harmonization of 
standards, reciprocal recognition of tests and certification of products, harmonization 
of customs procedures, removal of barriers to foreign investment (as part of the 
proposal for an ASEAN Investment Area, or AIA), macroeconomic consultations, 
rules of fair competition, and promotion of venture capital. AFTA-Plus also aims to 
deal with issues such as trade-related investment policies (TRIMs) and trade-related 
intellectual property rights (TRIPs), as well as the protection of copyrights, patents, 
and trademarks. 

This is quite a long list, and in many of the areas agreements on cooperation 
have yet to be concluded. Cooperation or liberalization agreements though, have 
been reached in the following areas: NTBs, services, foreign investment, intellectual 
property, customs, and tourism. The substantive content of each of these agreements 
(or in some cases, less formal efforts in the form of meetings and decisions arrived 
at) is described in turn below. 


Nontariff Barriers 


While quantitative restrictions on products in the Inclusion List must be elimi- 
nated immediately, a program to reduce other NTBs has been set in train. Article 5 of 
the CEPT Agreement requires NTBs on a product to be eliminated within five years 
of the enjoyment of CEPT concessions. The Eighth AFTA Council in 1994 called on 
member countries to eliminate NTBs before this five-year period ended, and no later 
than 2003. The Interim Technical Working Group on the CEPT scheme identified 
the following NTBs as being the most prevalent in intra-ASEAN trade: customs 
surcharges, technical measures and product characteristics requirements, and mono- 
polistic measures (particularly in relation to exclusive import rights of state- 
controlled enterprises). 


Services 


The ASEAN Framework Agreement on Services was signed on 15 December 
1995 at the Fifth ASEAN Summit Meeting in Bangkok. This Agreement was ambi- 
tious, and its two main objectives were to eliminate substantially all restrictions 
(discriminatory and market access measures) to trade in services among member 
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countries, and to liberalize trade in services by expanding the depth and scope of 
liberalization beyond those undertaken by member states under the General Agree- 
ment on Trade in Services (GATS), with the aim of realizing a free trade area in 
services. This Agreement explicitly identifies the potential to use the regional 
approach to achieve a deeper level of integration than that pursued at the multilateral 
level G.e., with GATS). Article V of the Framework Agreement deals with “mutual 
recognition," and encourages member states to recognize the education or experience 
obtained, requirements met, or licenses or certifications granted in another member 
state, for the purpose of licensing or certification of service suppliers. 


Foreign Investment 


In the Declaration of the 1995 Bangkok Summit Meeting, the ASEAN leaders 
agreed “to establish an ASEAN Investment Region that will enhance ASEAN 
attractiveness and competitiveness for promoting direct investments.” The promotion 
of FDI in ASEAN is viewed as a critical objective of AFTA, particularly in light of 
the investment-trade nexus in the region (see Athukorala and Menon 1997). The 
promotion of foreign investment is viewed as perhaps an even more important 
objective of AFTA than the promotion of intra-ASEAN trade. 

The Framework Agreement on the AIA was signed on 7 October 1998 in Manila 
at the 30" Meeting of the ASEAN Economic Ministers. Arguably the most signifi- 
cant initiative of this is preferential or discriminatory treatment afforded to ASEAN 
investors in member countries. This preferential treatment will take the form of 
access to investment in particular sectors within manufacturing available only to 
ASEAN member countries on a reciprocal basis. That is, ASEAN members will be 
asked to list sectors in which they will allow only foreign investors from 
ASEAN to participate. This access is provided through NT provisions within six 
months of the date of signing the Framework Agreement on the AIA. These 
exclusions are to be progressively phased out by 2003 instead of 2010 as 
initially agreed. Myanmar will join the ASEAN-6 countries to progressively 
phase out the exclusions by 2003 instead of 2015 as originally envisaged. Viet Nam 
and the Lao PDR are to "exert their best efforts" to achieve early realization of 
the AIA and will do so no later than 2010, instead of the original deadlines of 
2013 and 2015, respectively. From then on, preferential access to ASEAN 
members will be eliminated and the AIA will operate on a nondiscriminatory 
MEN basis. 


Intellectual Property 


The ASEAN Framework Agreement on Intellectual Property Cooperation was 
signed at the Fifth ASEAN Summit Meeting in Bangkok on 15 December 1995. This 
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Agreement stipulated that member states shall “explore the possibility” of setting up 
(i) an ASEAN patent system, including an ASEAN Patent Office, to promote the 
regionwide protection of patents; and (ii) an ASEAN trademark system, including an 
ASEAN Trademark Office, to promote the regionwide protection of trademarks. 
Apart from patents and trademarks, other areas of cooperation identified include 
copyright and related rights, industrial designs, geographic indications, undisclosed 
information, and layout designs of integrated circuits. 


Customs 


There are three areas of cooperation in relation to customs: (i) tariff nomencla- 
ture, (ii) customs valuation methods, and (iii) customs procedures. Work on tariff 
nomenclature is undertaken by an ASEAN Experts Group on Tariff Nomenclature, 
while customs valuation methods and customs procedures are under the purview of 
the ASEAN Working Group on Customs Procedures. 

ASEAN is in the process of simplifying and harmonizing its tariff nomencla- 
ture. It is preparing an ASEAN Harmonized Tariff Nomenclature at the 8-digit level, 
based on the 6-digit level of the Harmonized Commodity Description and Coding 
System of the World Customs Organization. The ASEAN Harmonized Tariff 
Nomenclature will be a common nomenclature to be used in all ASEAN countries by 
2002. As signatories to the Final Act of the Uruguay Round, however, ASEAN 
members were committed to implementing the GATT Transaction Value (GTV) 
method by 2000. 

In their 26th Meeting in September 1994, the ASEAN economic ministers 
mandated that customs procedures in ASEAN be harmonized, so as to facilitate trade 
within ASEAN. Specific measures undertaken to simplify and harmonize customs 
procedures were (i) introduction of the Green Lane system for CEPT products, 
(ii) preparation of an ASEAN Guidebook on Customs Procedures, and (iii) intro- 
duction of a common customs form for ASEAN. In addition, ASEAN has prioritized 
import clearance for home use, and export and transit clearance, as two areas in 
which procedures are in urgent need of simplification and harmonization. 


Tourism 


Informal meetings of ASEAN tourism ministers were held in 1996 and 1997. A 
Plan of Action on ASEAN Cooperation in Tourism was adopted at the first Meeting 
of ASEAN Tourism Ministers in January 1998 in Cebu City, Philippines. The Plan 
aims to (1) market the ASEAN region as a single tourist destination, (ii) encourage 
tourism investments, (iii) promote tourism manpower development, (iv) work toward 
environmentally sustainable tourism, and (v) facilitate intra-ASEAN travel. At the 
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same time, the ASEAN national tourism organizations have formulated a Tourism 
Action Agenda for the Hanoi Plan of Action. 


How Successful has AFTA been at Deepening? 


It is often claimed that agreements on some nontariff and nontrade issues are 
more likely to be concluded at the regional rather than multilateral level. Economic 
and social diversity across a small group of countries concentrated geographically is 
likely to be low, it is often argued, an-d thus less likely to impede progress toward 
harmonizing standards and procedures, or achieving agreement on other trade- 
facilitating measures. Both the degree and scope of harmonization policy, for 
instance, may also be enhanced in the context of reduced diversity, and so regional 
efforts may be able to surpass the extent of integration permissible at the multilateral 
level. With these potential advantages over the multilateral approach, the regional 
approach is also sometimes defended on the grounds that it can be a building rather 
than stumbling block toward multilateralism: the argument is that once agreement is 
reached at the regional level, the opportunity exists for it to be offered on a multilat- 
eral MEN basis anyway. Thus, in principle, RTAs have the potential to achieve a 
deeper level of integration than that possible through the multilateral approach alone. 
Even if it is not any deeper, it is argued that we might be able to get there more 
quickly using the regional approach. The question then is basically an empirical one: 
how likely are RTAs to achieve these objectives? More particularly, how successful 
has AFTA been in achieving deeper integration? 

The first point to note is that economic and social conditions may be quite 
diverse even when countries are geographically proximate, as the ASEAN case 
clearly demonstrates. Even among the ASEAN-6 countries, there is significant 
diversity in economic and social conditions. The expanded ASEAN is substantially 
more diverse. Indeed, the economic, political, cultural, and linguistic diversity within 
ASEAN is greater than that within the European Union (EU). Second, the provision 
of regional public goods is also complicated by economic and social diversity. Thus, 
the conditions that might favor regional, as opposed to multilateral, approaches to 
integration do not appear to exist with AFTA. In many cases, differences in views 
among the member countries have limited progress in reaching agreement on liberali- 
zation or harmonization, but even when some progress has been made, the regional 


Phe economic diversity among the ASEAN-6 countries includes differences in the level of development, 
industrial structure, and trade orientation. The reasons for sociocultural differences are many, not the least of which 
are their individual colonial experiences. In recent history, Brunei, Malaysia, and Singapore have been under British 
colonial rule, Indonesia under Dutch rule, the Philippines under Spanish and then American rule, while Thailand was 
never formally colonized. During colonial times, these economies were oriented toward their colonizing countries 
rather than toward the rest of southeast or east Asia, For more discussion on the diversity within ASEAN-6, see Chia 
(1997). 
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approach may be subject to complications. In particular, noncomprehensive liberali- 
zation, in terms of either geographic or product selectivity, could result in distortions 
that undermine the very purpose of the policy accords. 


Nontariff Barriers 


What of AFTA's approach to dealing with NTBs? While various NTBs have 
been identified, the wording of Article 5 of the CEPT Agreement puts the focus on 
the product, rather than on the NTB. This could raise problems in relation to NTBs 
that cover, or cut across, a number of products. If one or more of these products are 
not yet in the CEPT scheme, and if the NTB cannot be selectively removed, then the 
success of this program will depend on the willingness of countries to exceed the 
minimum requirements of AFTA. That is, if the NTB cannot be selectively removed, 
then dismantling the NTB might require removing it from some products that are not 
in the Inclusion List. It is premature to rely on goodwill alone in 1mplementing 
reform, particularly when governments might be under pressure from lobby groups to 
delay change. This is seen in the fact that progress in ASEAN in dealing with NTBs 
to date has been slow. 

Nevertheless, there have been a few achievements in the dismantling of NTBs 
that are worthy of note: customs surcharges on a number of selected CEPT products 
have been phased out, sanitary and phytosanitary measures on various crop and 
livestock products have been harmonized, and an ASEAN standard for 28 types of 
animal vaccines has been finalized. 

The widening of ASEAN is likely to affect progress with the harmonization of 
standards in the future. Harmonization within ASEAN generally involves all partici- 
pants agreeing to a common set of standards. Many sanitary and phytosanitary 
measures do not exist, or do not cover the full complement of products, 1n most of 
the SEATEs. In this context, any attempt at harmonization through ASEAN is likely 
to be problematic for the SEATEs. This is because the total absence of some of these 
measures, or their incomplete coverage of products, could result in selective har- 
monization. The problems with selective harmonization are derived as implications 
of the theory of the “second best.” An example will illustrate these problems. If 
sanitary standards are applied to fish but not meat, for instance, this could raise the 
price of fish and, all other things being equal, shift consumption away from fish 
toward meat (assuming that there are imperfections in the market's assessment of 
food safety, which is not unusual in developing or transitional economies). This not 
only distorts consumption patterns, but also has the potential to increase rather than 
decrease risk levels associated with food safety (see Leebron 1996). In other words, 
selective harmonization, or what one could call "jigsaw" harmonization, could 
actually induce the outcomes that the policy is designed to inhibit. 
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Thus, the current status of standards development in most of the SEATEs rela- 
tive to the ASEAN-6 countries could result in one of two outcomes. The first, and 
perhaps more likely scenario, 1s that the SEATEs might simply be left out of many 
aspects of the ASEAN-6 harmonization program. This is not a good outcome, 
particularly for ASEAN. Ironically, however, it could be better than the alternative, 
which is that the SEATEs could be brought into the harmonization program, and this 
might, as indicated above, leave them worse off. 


Services 


ASEAN countries have chosen to wait for negotiations under way at WTO in 
relation to some areas of professional services, construction, tourism, and transport. 
The value of waiting was demonstrated by the December 1997 WTO agreement on 
the liberalization of financial services. Also, the ASEAN transport ministers have 
agreed to develop a competitive air services policy with a view to eventually realiz- 
ing an open skies policy in ASEAN. This air services policy, however, has yet to be 
formulated. This general wait-and-see approach may reflect a recognition of the 
difficulties associated with negotiating sensitive and complicated issues among a 
small and diverse group of countries. It might also reflect the lack of value-added (or 
indeed futility) in pursuing these issues regionally when multilateral negotiations are 
already under way. 

Market access issues in some service sectors are being negotiated within 
ASEAN on a bilateral level. ASEAN is keen to push ahead with arrangements, also 
currently being negotiated on a bilateral basis, that provide for "mutual recognition" 
of educational and other qualifications and certifications. The diversity within 
ASEAN, exacerbated by its recent widening, could result in either quite drawn-out 
negotiations or, if individual agreements at a bilateral level are reached, in distor- 
tions. To illustrate the potential for distortions, consider the case where two countries 
agree to mutually recognize professional certification, but the standards in the two 
countries are significantly different. In this situation, the country applying the lowest 
or least onerous standard will become the favored place to gain the qualification. 
That is, an internal regulatory problem not dissimilar to trade deflection could arise, 
where entry to the RTA is sought via the member imposing the lowest barrier.'? 


Foreign Investment 


The promotion of FDI is viewed as an important objective of AFTA and 
AFTA-Plus. Projects implemented under the work program to implement the 


165 avoid this problem, however, the same mechanism used for trade deflection could be employed: rules of 
origin. ASEAN is already having problems with measuring domestic content of goods, particularly from the SEATEs, 
and the application of rules of origin to services is :kely to further increase the administrative burden. 
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ASEAN Plan of Action on Cooperation and Promotion of Foreign Direct Investment 
and Intra-ASEAN Investment include joint training programs, high-level strategic 
planning meetings, a survey on promotion of FDI into and within ASEAN, and the 
protocol to amend the 1987 ASEAN Agreement for the Promotion and Protection of 
Investment. This protocol contained measures to simplify investment procedures and 
approval processes, to increase transparency of the rules governing investment, and 
to improve accessibility to information on a timely basis. ASEAN members will 
benefit by adopting measures such as these. 

As discussed earlier, however, the most significant initiative in the FDI area 
relates to preferential access to ASEAN investors as part of the AIA. Is the provision 
of preferential access to ASEAN members a sensible policy from an economic point 
of view? The answer is no. In the first place, it would involve “back-tracking” on the 
part of current policy toward FDI in a number of ASEAN countries. Current policy 
in most ASEAN countries already effectively provides MFN and NT to investors (the 
only discriminatory aspect in some countries relates to restrictions on the foreign 
ownership of land). In addition, preferential access arrangements are likely to lead to 
investment diversion. Furthermore, given that the definition of an ASEAN investor is 
less than 100 percent ASEAN ownership, there will be an incentive for non-ASEAN 
investors to incorporate the minimum ASEAN share in their investment "package" if 
the rents associated with the preferential access are significant. By deliberately 
incorporating a minimum ASEAN content to secure preferential access, the quality 
of the investment, and thus the benefits to the host economy, are likely to be lower 
than they would have been without this distortion. 

There will also be administrative and transaction costs associated with the task 
of measuring the ASEAN ownership share of FDI proposals. Such measuring is 
becoming more and more difficult in an environment of globalization and extensive 
cross holdings across companies. There might have been a case for bearing these 
costs if the benefits to the host country were clear. but they are not. Indeed, the 
administrative costs are likely to be another cost on top of the existing costs associ- 
ated with this inefficient scheme. 

The benefits of preferences will be lopsided in that they will accrue to ASEAN 
countries with the capacity to invest abroad. The main beneficiary would be 
singapore, and perhaps the other original members of ASEAN after their full recov- 
ery from the crisis. The SEATEs are unlikely to have the capacity to invest abroad 
even by the year 2010. Thus, while there may be rules of reciprocity in place, in 
theory, and in practice, they are unlikely to matter to the SEATEs. Thus, if SEATEs 
abide by the proposal to provide preferential treatment to ASEAN investors in 
particular sectors, this will be a "one-way" arrangement in which above-normal or 
super rents are extracted by ASEAN investors at the expense of the SEATEs. 

AFTA-Plus provides ASEAN with the opportunity to try and harmonize incen- 
tives offered by individual host countries to attract foreign investors. Currently, 
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ASEAN countries provide a host of financial and fiscal incentives (e.g., tax and duty 
exemptions, accelerated depreciation allowances, subsidized inputs) that are costly to 
the host country. It is undeniable that ASEAN countries do, and indeed feel it 
necessary to, compete with each other in the provision of incentives to avoid losing 
out on foreign investments. Harmonizing investment-related incentives will level the 
playing field, and allow comparative advantage to determine investment allocations 
across countries. Host countries could also use the savings from harmonization to 
improve the overall fiscal and macroeconomic environment. This would make sense 
because the evidence suggests that it is the overall macroeconomic climate, rather 
than selective incentives, which matters most in the location decision of foreign firms 
(see Guisinger 1985, Baldwin 1994). For this reason, harmonization of foreign 
investment-related incentives, and not just rules, should be placed on the AFTA-Plus 
agenda. 


Intellectual Property 


The removal of barriers occurs on the presumption that such liberalization is 
mutually beneficial. In the case of intellectual property, however, countries that do 
not innovate but copy innovations without offering compensation to the originator 
could end up worse off as a result of rules that protect intellectual property rights 
(Bhagwati 1994, Lawrence 1996). The ASEAN countries, by and large, copy inno- 
vations. What then is their motivation to pursue regional agreements on the protec- 
tion of intellectual property? The main reason would be the belief that such 
protection would encourage foreign investment in particular, but also trade. The 
relevant question is not whether intellectual property rights should be protected, but 
whether this protection is more likely to be successfully negotiated through regional 
or multilateral means. The multilateral approach (the TRIPs accord) has one key 
advantage over the regional approach. This is the ability to trade concessions across 
disparate interests, that is, to weigh up the costs to noninnovating countries (such as 
those in ASEAN) of conceding on intellectual property protection against the bene- 
fits from increased market access for agricultural goods, textiles, and apparel as part 
of the Uruguay Round package (Maskus 1997). 

Furthermore, a multilateral approach based on minimum standards and disci- 
plines is preferable to competition between groups of countries or between RTAs 
(e.g., ASEAN versus other groups of developing countries) in terms of protection of 
intellectual property rights to attract FDI and technology. For these reasons, an 
ASEAN agreement on intellectual property is either unlikely, or if it does occur, is 
probably going to be superseded by the TRIPs accord. ASEAN can play a comple- 
mentary role to the multilateral effort, however. The ASEAN Intellectual Property 
Association, established in December 1996, could focus on enforcement and admini- 
stration issues associated with the TRIPs accord. Enforcement of intellectual property 
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rules has been a major concern with respect to developing countries (Konan et al. 
1995), 


Customs and Tourism 


In areas such as harmonizing customs procedures, tariff nomenclature, and 
customs valuation methods, the progress achieved under AFTA-Plus has been 
impressive. Differences in customs procedures across ASEAN countries interfere 
with the flow of goods across borders, and act as NTBs. ASEAN-6 countries have 
also historically used different methods to value traded goods, such as the Brussels 
definition of value, home consumption value, valuation based on prevailing export 
market price, or true market value in the importing country. The situation in the 
SEATEs with respect to customs valuation is even more complicated. These new 
ASEAN members are moving from either a nonsystem or an arbitrary and compli- 
cated hybrid system of valuation to a uniform system that will apply in all ASEAN 
countries. AFTA-Plus has been successful in moving the deadline for implementa- 
tion of the common GATT Transaction Value system ahead of that agreed to in the 
Uruguay Round. This process will remove a significant impediment to trade within 
ASEAN. Efforts to encourage tourism within ASEAN, and to promote ASEAN 
globally as a tourist destination, are examples of efforts that are naturally regional. 


Widening and Deepening: Interrelations 


Finally, we consider the interrelations between widening and deepening. First, 
we look at the likely impact of widening on deepening. Widening has the potential to 
either slow the process of deepening (even more) within AFTA, or to further 
fragment AFTA. With the EU debates for instance, so-called “wideners” such as 
Margaret Thatcher were keen to use the expansion in membership to limit the extent 
of integration and tbe resultant loss of national autonomy with respect to various 
aspects of social and economic policy (Weintraub 1994). The widening of AFTA to 
incorporate SEATEs could slow the pace of deepening because the new members are 
not yet in a position to match the reforms that the ASEAN-6 countries might want to 
achieve. The ASEAN-6 countries may not be willing to slow the pace of deepening 
to accommodate AFTA's new members, in which case they will have to proceed 
with arrangements that exclude them (at least temporarily). This will add to a further 
fragmenting of AFTA. 


for an overview of changes to regulations on intellectual property rights in ASEAN up to the early 1990s, 
see La Croix (1994). 
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Widening may also affect some of the core aspects of AFTA such as the moni- 
toring of rules of origin associated with implementing the CEPT. Current customs 
procedures in the new members (and perhaps in some of the original ones) do not 
allow for the accurate measurement of domestic content of imports. It is an open 
secret that the process of “measuring” domestic content in the new members is based 
purely on the certificate of origin, that is, a product may qualify for CEPT prefer- 
ences even if its content does not meet the minimum 40 percent ASEAN require- 
ment, but as long as the certificate of origin identifies an ASEAN country as the 
exporting country. This is another reason for providing the CEPT reductions on a 
nondiscriminatory MEN basis. 

The next question is of course, has the pace of deepening within the ASEAN-6 
countries affected widening in any way? It could be argued that the lack of success in 
achieving deepening within AFTA has facilitated its widening. Without significant 
progress in many areas of AFTA-Plus, and with agreements still pending in other 
areas, it has been easier for the new members to satisfy, if not accept, the conditions 
of membership. The slow pace of deepening within the ASEAN-6 countries may 
have actually paved the way for the widening of AFTA. 


Impact of the Financial Crisis on Widening and Deepening 


How has the recent financial crisis in Asia affected widening and deepening? 
We start by looking at the likely impact of the crisis on deepening cooperation in 
ASEAN as it currently stands. The rhetoric suggests that the crisis will have hastened 
the process of deepening. This mood was reflected, for instance, at the 30^ ASEAN 
Ministerial Meeting in Kuala Lumpur in October 1997. In his opening address, 
Malaysian Prime Minister Mahathir raised the issue of the need to deepen APTA: 
“Are we setting our sights to be a single market or an economic union à la EU? What 
is certain is that we need to make the bold move towards greater economic integra- 
tion as we will have to face an uncertain environment" (Bangkok Post 1997). There 
has also been a proposal to use a regional currency in intra-ASEAN trade, spearheaded 
again by Prime Minister Mahathir.'* 

Although such proposals have been discussed of late, they appear unlikely to 
materialize in any significant form. One bilateral payment arrangement (BPA) 
between Malaysia and the Philippines has been concluded while two more BPAs are 
at different stages of discussion. The latter cover Malaysia and Thailand, and 


IS nhe ASEAN-6 countries are considering a proposal whereby intra-ASEAN trade will be conducted using the 
currency of an ASEAN country, and not a third country currency such as the US dollar or yen. Two "dollar" 
currencies are being considered: the Singapore dollar and the Brunei dollar. 

The BPAs may differ between two couniries but they will invariably involve a netting process whereby the 
trade balance is settled using the currency of one of the countries. 
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Malaysia and Indonesia. Even if these two proposed BPAs come to fruition, they are 
unlikely to be significant economically because of the very low volumes of bilateral 
trade between these pairs of countries. Indeed, intra~- ASEAN trade as a whole is low, 
and thus any move to introduce the use of a common currency for intra-ASEAN-6 
trade is unlikely to be a worthwhile move. For this reason, and because of vast 
differences across ASEAN countries in terms of stage of development, institutional 
structures, and political systems, any attempts at increasing regional integration by 
moving toward an economic union is unlikely to succeed in the foreseeable future. 
These proposals appear as little more than immediate reactions to the concerns 
induced by the crisis in the region. Not only is further deepening unlikely, but 
ASEAN integration through its core medium of preferential tariff reductions has also 
been hampered when ASEAN economic ministers agreed, at their informal meeting 
in Yangon, Myanmar in May 2000, to Malaysia's request to defer the transfer of 
automobiles (completely knocked-down and completely built-up units) from the 
Temporary Exclusion List to the Inclusion List until 1 January 2005. Apart from 
setting back the AFTA tariff liberalization agenda, this move could affect internal 
cohesion if negatively affected countries such as Thailand seek compensation. 

There is, however, little more than rhetoric to support the case that the crisis 
hastened the process of deepening within ASEAN. The first round of crisis-induced 
reforms in most of the ASEAN countries, some of which were reinforced by IMF 
programs, suggests that the prospects for regional deepening have been hampered, 
for the reforms were essentially unilateral in nature, not regional. Indeed, the unilat- 
eral reforms have overridden prospects for a regional, and thus potentially discrimi- 
natory, arrangement in many areas. In the financial sector of the crisis-affected 
countries, the reforms focused on rationalization of the banking industry, and created 
pressure to open markets to foreign banks in a nondiscriminatory manner. In this 
there was an implicit recognition of the fact that the financial sector in, for example, 
Thailand would not have been assisted (precrisis) by the presence of Indonesian 
banks competing in its market, or vice versa. 

If the crisis is unlikely to have deepened cooperation within ASEAN as it cur- 
rently stands, did it fuel attempts to widen ASEAN further? The answer is yes: the 
crisis created the impetus to pursue further widening of ASEAN, at least in an 
informal way, and was one of the significant driving forces behind the ASEAN+3 
concept If ASEAN+3 is formalized, or failing that, if the informal links are 
strengthened in a significant way, then the potential for deepening does exist. An 
ASEAN widened to include these important trading and investment partners would 
make deepening cooperation arrangements both worthwhile and mutually benefi- 


20 A part from the financial crisis, the lackluster performance of APEC in pursuing liberalization and the failure 
of the WTO negotiations in Seattle have also contributed to the emergence of ASEAN+3, 
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cial." If this occurs, then the crisis may have contributed to both a widening and 


deepening of ASEAN, but first, ASEAN must widen before it deepens. 


Conclusions 


Two recent developments with RTAs have been the tendency to both widen and 
deepen. Widening involves either increasing the number of countries participating in 
the RTA, or establishing links of a substantive nature with other RTAs. Deepening 
involves extending the liberalization agenda beyond just trade to include issues such 
as NTBs, services, and intellectual property rights. AFTA has been widening, from 
six members in 1992 to 10 now. The new members will benefit from membership of 
AFTA, with the main benefits likely to come from improved access to markets in the 
region and increased foreign investment flows. This widening has increased AFTA's 
diversity, made it more heterogeneous, and, though regularly denied, created a two- 
tier system consisting of advanced and transitional countries. 

AFTA’s attempts at deepening integration, largely though the AFTA-Plus 
program, have had only limited success thus far. Apart from harmonizing customs 
procedures and tariff nomenclature, and fast-tracking a common customs valuation 
method, progress has been limited. In the area of foreign investment, the establish- 
ment of AIA has been marred by its preferential access components, which run 
counter to the free, open, and nondiscriminatory investment regimes that have been 
the hallmark of ASEAN countries in the past. The AIA 1s not only unnecessary, but 
also likely to be inefficient and unfair. The failure to consider harmonizing invest- 
ment-related incentives, rather than simply rules, is a case of missed opportunity 
where the regional approach could have been effective. In areas such as services and 
intellectual property rights, the multilateral rather than regional approach would 
appear both more effective and less likely to be subject to distortions. 

The Asian financial crisis is unlikely to have directly contributed to deepening 
within ASEAN. It has, however, highlighted the weakness of ASEAN as it currently 
stands, and has put pressure on it to pursue further widening. The ASEAN+3 con- 
cept, although currently informal and in its infancy, may hold out the potential for a 
widening that would significantly enhance regionalism in East Asia. Should the 
ASEAN-43 idea materialize in any formal way, then the potential for further deepen- 
ing in a meaningful and mutually beneficial manner would emerge. But first, 
ASEAN must widen before it is likely to be able to deepen. 


at a recent empirical analysis, Tan (2000) finds that the gains from liberalization in terms of growth in real 
GDP and exports are about four times higher in ASEAN+3 than the current ASEAN. 
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Abstract. This paper evaluates recent banking and enterprise reforms in the People’s 
Republic of China since the Asian financial crisis. It argues that the bad debt 
problem and the losses in state-owned enterprises (SOEs) are highly interdependent, 
and that both can be traced back to a lack of managerial autonomy, adequate 
incentive mechanisms, and control structures. However, recent efforts to stabilize the 
financial system and to reform SOEs do not address these issues, as they are largely 
redistributive, shifting financial losses between different agents of the economy rather 
than improving the efficiency of both the financial and real sectors. Major reforms 
are ee that pene address the pronennd of bad debts and SOE losses. 





Introduction 


eform of state-owned enterprises (SOEs) and the banking system ranks 
high on the agenda of the Government of the People's Republic of China 
(PRC). Prior to the Asian financial crisis that began in 1997, SOEs' 
increasing losses and worsening inefficiencies attracted much attention 
from both press and academia. But it is the extent of bad debts in the banking system 
that has since received more publicity. The bad debt problem and the losses of SOEs, 
however, are not independent issues. Since the fiscal reforms of the mid-1980s, 
SOEs have relied almost exclusively on state banks for external funds. In the absence 
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of substantial financial reform, ready access to bank loans has allowed many SOEs to 
enjoy a soft budget constraint.' | 

This paper addresses the question of whether current SOE and banking reforms 
will resolve the financial crisis in these sectors. We argue that they fail to address 
some fundamental issues. Rather than reduce financial deficits by stimulating greater 
efficiency, they simply transfer the financial deficits from one economic agent to 
another. 

Specifically, the PRC's financial reforms have focused on resolving the prob- 
lem of accumulated bad debts by increasing government debt, rather than on creating 
incentives for state banks to adopt more market-oriented lending behavior? SOE 
reforms have focused on shifting the SOEs' costs of employment, housing, medical 
care, social security, and other welfare benefits, as well as their debt burden, to the 
state, rather than on changing the incentives for owners and managers—government 
departments and the bureaucrats in them—to take market-oriented production and 
investment decisions. We argue that the intention of the reforms should not be to 
shift the financial losses between different agents of the economy, but to transform 
the ownership and governance structure of both SOEs and state-owned banks. 

The paper is organized as follows. The second section discusses the extent and 
causes of bad debts and SOE losses. It is argued that the two problems are simply 
two sides of the same coin and can be attributed to the fundamental problems of lack 
of decision-making autonomy and incentives in the state sector as a whole. The third 
section evaluates current policy measures based on the analysis in the previous 
section, while the fourth section suggests some policy recommendations. The final 
section summarizes the paper's main findings and offers some conclusions. 


; The soft budget constraint is a concept that was first proposed by Kornai (1980) in his analysis of centrally 
planned economies. It refers to a syndrome that arises when a seemingly unprofitable enterprise is bailed out by the 
government or the enterprise’s creditors (see Maskin 1999 for a recent survey of the theoretical work on the issue). 
The PRC's financial institutions are almost all state-owned. (Those institutions that are not state-owned, such 
as Minsheng Bank or the rural credit cooperatives, are at least state-controlled). The official term “state bank” covers 
the central bank, i.e., People’s Bank of China; the four state commercial banks, i.e., Industrial and Commercial Bank 
of China (ICBC), Agricultural Bank of China (ABC), Bank of China (BoC), and Construction Bank of China (CBC); 
since 1987, Bank of Communications as well as CITIC Industrial Bank; and since 1995, the three development banks, 
i.e., State Development Bank, Import-Export Bank, and Agricultural Development Bank. The term "state bank" thus 
excludes the local state-owned banks such as provincial development banks and municipal commercial banks, and the 
rural credit cooperatives. The four state commercial banks still account for approximately 75 percent of all loans 
extended in the PRC, and since much of the bad loan data available cover only these four banks, the focus is on these. 
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Bad Debts and SOE Losses: Causes and Linkages 


Extent of Bad Debts and SOE Losses 


What is the size of the bad debts and SOE losses? Estimates of the former usu- 
ally range from 20 percent to about 50 percent. The 20 percent estimate of bad debts 
tends to cover only nonperforming loans (daizhi daikuan) and loan losses (daizhang 
daikuan) (see, for example, Chen and Cong 1997), while the higher estimate usually 
includes overdue loans.’ As early as 1995, an economist at the Central Party School 
suggested that "according to today's most conservative estimate", the share of 
nonperforming loans and unpaid interest in all bank loans is about 25 percent; "some 
scholars even think this figure to be around 47 percent" (Zhou 1995, 1f). For the four 
state commercial banks, Xia (1996) estimates that the bad debts or "unhealthy assets" 
(buliang zichan), i.e., overdue loans, nonperforming loans, and loan losses represent 
some 40 percent of total assets." Official estimates suggest an unhealthy loan ratio of 
about 20 percent in early 1998 with 6-8 percent unrecoverable.” Foreign credit rating 
agencies usually give higher figures. For example, Moody's offered an estimate for 
end-1996 of 35-70 percent (see Xinbao 30 July 1998). Standard & Poor's, in mid- 
1998, gave a figure of $200 billion, equivalent to approximately 22 percent of total 
lending by all financial institutions in the PRC (see Xinbao 5 August 1998 and 
People's Bank of China Quarterly Statistical Bulletin 1998-3, 14). 

A purely retrospective categorization of bad debts, limits on creating loan-loss 
reserves, and a restrictive approval procedure for writing off loan losses all suggest 
that the bad debt problem may be larger than the numbers imply. Bank accounts are 
unlikely to reflect the true scale of nonperforming loans as long as banks have few 


3Loans are categorized as overdue if they have not been repaid by the due date. They automatically turn into 
nonperforming loans after two years. Overdue loans also turn into nonperfarming loans within the two-year period, if 
the borrowing unit has already stopped production on an investment project or terminated its business. Nonperform- 
ing loans finally turn into Ioan losses if one of several conditions is met, ore of which is enterprise bankruptcy (PBC 
28 June 1996, Art, 34). 

Technically, unhealthy assets need not all be unhealthy loans. Yet with the state commercial banks prohib- 
ited from holding enterprise stocks or bonds, their assets consist primarily of loans and some (secure) government 
bonds. The PRC's ratio of bad loans compares to a 30 percent bad loan ratio for Mexico at the peak of its bad loan 
problem. Similar ratios may be reached in Indonesia, Republic of Korea, Malaysia, and Thailand in the aftermath of 
the Asian crisis (The Economist 17 October 1998). More recent data indeed show that the extent of bad debts at least 
in Thailand have not been underestimated; for example, The Economist (18 March 2000) reports a 38.7 percent share 
of nonperforming loans for Thailand. 

See Ming Pao (22 April 1998), quoting the central bank governor Dai Xianglong. Another quote of Dai 
Xianglong in Ming Pao (17 January 1998) estimated total bad debts to be 25 percent. More recent data across the 
financial sector are not available as the four asset management companies set up in 1999 began to acquire the state 
commercial banks' bad loans (see below). 

The traditional categorization of bad loans is purely retrospective in that loans enter the category "unhealthy" 
only once they are overdue. In 1998 the central bank adopted the internationally accepted categorization based on five 
risk categories; loans are categorized according to their perceived quality, independent of whether the repayment 
period has begun or not. While this new categorization is to be applied to all loans, the traditional classification still 
dominates in the policy discussions. 
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incentives to maintain accounts that accurately reflect the quality of their loans, or to 
prevent the accumulation of bad debts. 

The PRC’s bad debt problem is directly related to the growth in SOE losses 
over the past two decades. The banking system was always meant to serve the state- 
owned sector of the economy, and it did so: in 1978, 91.1 percent of all loans 
extended by state banks went to this sector. Communal or state agriculture received 
6.2 percent, and urban collective-owned enterprises 2.7 percent. Even in 1998, the 
percentage for SOEs was still 82.8 percent (see Table 1). 

The state banks’ performance therefore largely depends on the SOEs’ perform- 
ance. Unfortunately, at least one third of SOEs are losing money, and one third 
barely break even.’ Table 2 shows the increasing losses of industrial SOEs. Losses 
increased almost 20 times between 1978 and 1997, giving an annualized growth rate 
of 17 percent. (The data for 1998 and 1999 are not comparable to earlier data due to 
a severe statistical break; see note to Table 2.) Profits in the same period fell in 
absolute terms. 


Table 2: Financial Performance of State-owned Industrial Enterprises 


(100 million yuan) 
Year Fixed Ratio of Pretax Profits 
Assets Profits Losses Taxes Paid to Fixed Assets 

1978 3193 508.8 42.1 281.9 0.25 
1980 3730 585.4 34.3 321.7 0.24 
1985 5956 738.2 32.4 595.9 0.22 
1990 11610 388.1 348.8 1115.0 0.13 
1995 30936 665.6 639.6 2208.6 0.09 
1996 34765 412.6 790.7 2324.5 0.08 
1997 38351 427.8 831.0 2479.4 0.08 
1998 38734 525.1 1023.3 2845.9 0.09 
1999 "s 997.9 851.4 3981.2 


.. Means data not available. 

Note: Data up to and including 1997 are for state-owned industrial enterprises with an independent accounting 
system. In 1997, these accounted for 96 percent of gross output value of all state-owned industrial enterprises, 
with or without an independent accounting system (China Statistical Yearbook 1998, 433, 454). Since 1998 
data are for all industrial SOEs with an independent accounting system plus state-controlled shareholding industry. 
State-controlled shareholding industry in the years 1994 through 1997 was explicitly excluded from the category 
"industrial SOEs with an independent accounting system." (Shareholding companies first became established in 
1993.) In 1997, value added of fully state-controlled shareholding enterprises (guoyou juedui konggu qiye) was 
equivalent to 17 percent of value added of industrial SOEs with an independent accounting system, and value 
added of "relatively" state-controlled shareholding enterprises (guoyou xiangdu konggu qiye) was equivalent to 
another 2.8 percent of value added of industrial SOEs with an independent accounting system (China Statistical 
Yearbook 1998, 444). Thus, the data for 1998 and 1999 are not comparable to those for the previous years. 

Sources: China Statistical Yearbook (1998, 461; 1999, 435; 2000, 417); China Statistical Abstract (various years). 


"The Third Industrial Census (OTNIC 1997) shows that 33.8 percent of industrial SOEs lost money in 1995 
compared with 15 percent for township-owned enterprises (TOEs). In 1999, after extensive privatization of small 
SOEs and a reclassification of what constitutes an “enterprise,” the share of loss-making SOEs was still 41.4 percent 
(China Statistical Abstract 2000, 113). 
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At first sight, it seems that SOEs’ inefficiency has caused the bad debt problem 
(Wang 1998). This, however, is not the whole story. If the banks had autonomy and 
incentives to make sound lending decisions, they would not have lent so much 
money to loss-making SOEs. And if SOEs did not have such easy access to loans, 
they would either have had to become more efficient to survive, or simply go 
bankrupt. Therefore, there is also a reverse causality: the banking system’s lack of 
commercial independence and profit incentives have led to a soft budget constraint 
for SOEs and ultimately to inefficiency in the real economy. 


Nature of the Bad Debt Problem 


Since the start of economic reforms in 1978, the government has gradually 
abandoned its tight control over the real economy, though it has not relaxed its grip 
on monetary matters. On the contrary, the credit planning system has become a 
central policy instrument. The government has limited lending from financial 
institutions by imposing lending limits and, depending on the type of loan, quotas for 
individual projects or enterprises. Government regulations are particularly restrictive 
for the four state commercial banks, which even today account for approximately 
75 percent of all outstanding loans. 

Government participation in lending decisions ranges from formal to highly 
informal arrangements. Thus the government determines the amount of loans to be 
extended for certain purposes, such as for infrastructure investment or agricultural 
procurement, with the quotas for individual projects or enterprises then established 
by banks in conjunction with the Development and Planning Commission or the 
State Economic and Trade Commission. These are formal “policy loans.” On the 
other hand, a government on a particular administrative tier may simply urge the 
local bank branch to extend working capital loans to certain favored enterprises 
(informal policy loans). While the degree of government involvement varies, all 
policy loans have one thing in common: that the bank is not making independent 
lending decisions." 

The banks extend these policy loans knowing that repayment is highly unlikely. 
Examples of working capital policy loans are the "stability and unity" (anding 
tuanjie) loans of 1989-1990; the loans for increasing inventories at SOEs of the early 
1990s (loans that remain on the books but on which no interest is charged); the "turn 
losses into profit" (niukui zengying) loans of more recent years (Hu and Wang 1998); 
and the special loans extended by the Industrial and Commercial Bank of China 
(ICBC) since 1994 to pay a basic living allowance to employees of loss-making 
SOEs (ICBC 1994). 


Sata on the extent of policy loans are not publicly available. On the extent of policy loans in 1991 see Xiao 
(1997, 374). According to his calculations, formal policy loans accounted for 58.0 percent of CBC lending, 
51.2 percent of ABC lending, 66.6 percent of BoC lending, and 17.9 percent of ICBC lending. 
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Local government departments frequently try to influence bank lending deci- 
sions to favor the SOEs under their jurisdiction. They exert pressure on banks to lend 
for capital investment purposes, so as to increase production and thus accelerate 
economic growth; for regular production; if the enterprise is unprofitable, for social 
security measures; and finally, even for enterprise tax payments (Xia 1996, Hu and 
Wang 1998). If bank branches ignore the local government's wishes, they are taking 
a risk, as the local government is not only crucial in securing the repayment of old 
loans, but also in a number of respects of personal interest to bank employees, 
including housing and education for employees' children. 

When an enterprise goes bankrupt, local governments frequently prevent banks 
from exercising the few rights they formally enjoy, and courts may not always act 
independently of the government (Chen et al. 1997). The bankruptcy law enacted in 
1986 is long outdated, and the company law of 1993 is ambiguous about creditors’ 
rights. There are no specific rules regarding their rights when an enterprise goes 
bankrupt, while government departments enjoy far-reaching powers. The 1993 
company law stipulates that liquidation teams be composed of “relevant” share- 
holders, government departments, and professionals. Creditors have no control rights 
in liquidation. In practice, government bodies often decide whether to close an 
enterprise or not. Because of these flaws, many enterprises have tried to evade 
repaying debts by declaring bankruptcy: according to a nationwide survey of 145 of 
1,520 enterprises that were declared bankrupt between 1993 and 1995, the average 
loan repayment rate of the 101 enterprises that had completed bankruptcy procedures 
by the survey date was only 9.2 percent (Almanac of China’s Finance and Banking 
1997, 285). 

Overall, these facts suggest a lack of independent lending decisions and the 
inability of banks to enforce lending contracts. Some progress has been made in more 
recent years. The “mandatory” credit plan since 1998 has supposedly softened into 
an “indicative” credit plan.’ The state commercial banks now enjoy a high degree of 
decision-making authority on working capital loans, while the overall lending limit is 
no longer binding; loans for most investment in fixed asset projects are increasingly 
to be determined autonomously by the banks. Formal policy loans have largely been 
shifted to the development banks. Yet even the state commercial banks still rely on 


The credit plan covers short-term loans (i.e., working capital) as well as long-term loans (for investment in 
fixed assets). For short-term loans, the credit plan institutes an overall lending limit. This comprises some formal as 
well as most informal policy loans, but otherwise banks are supposed to make independent lending decisions on short- 
term loans. For long-term loans, the credit plan institutes an overall lending limit as well as quotas on the amount of 
funds to be lent to individual projects or enterprises; these loans are extended for two purposes, capital construction 
and technological updating and transformation. The banks have no lending discretion in the case of capital construction 
loans and very limited authority to swap funds between technological updating and transformation projects. Capital 
construction loans are approved (if not determined) by the Development and Planning Commission, technological 
updating and transformation loans by the State Economic and Trade Commission. (For more details, see Holz 1992.) 
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other departments of the state bureaucracy to help identify the borrowing needs of 
the major borrowers and to secure repayment of loans. 

This lack of autonomy, inherent in the operations of the state bureaucracy of 
which the state banks are a part, implies that banks cannot be held accountable for 
bad debts. Consequently, they have few incentives to monitor loan quality or take 
proper measures to prevent loans from turning bad, despite current attempts to hold 
bank managers responsible for the accumulation of bad debts.'? 


SOE Losses: Causes and Linkage with Bank Loans 


The losses of SOEs in the PRC have often been attributed to their shedding of 
labor and excessive welfare burdens (Hu 1995, Lardy 1998, Lin et al. 1998, Zheng et 
al. 1998).!! SOEs are required to create employment for urban residents even if many 
of the workers they hire are not needed. SOEs also have a much higher percentage of 
retired workers on their payrolls than other types of enterprise, which typically have a 
shorter history and thus younger workers (Hu 1995). SOEs have until recently 
provided most of their employees with various fringe benefits and service facilities 
such as free or virtually free housing. SOEs, finally, have shouldered more than their 
fair share (given their value added) of the tax burden.” 

It would thus appear that SOEs are strongly disadvantaged in comparison with 
other enterprises, such as township-owned enterprises (TOEs).? This could explain 
why in the 1995 Industrial Census the average ratio of net profits to equity was only 
0.02 for industrial SOEs as compared with 0.11 for industrial TOEs (see Table 3). 
However, the ratio of industrial SOEs' pretax profits to equity was 0.18 as compared 
to 0.33 for industrial TOEs. The heavier tax burden thus cannot fully account for 
SOEs’ lower profitability. 


10 all too often, pressure to recover loans only leads to counterproductive policies at the lower tiers of the 
banking hierarchy, such as rolling over bad loans rather than acknowledging their nonperforming status. 

The PRC's SOEs have traditionally been organized as public sole proprietorships. Since 1993, the govern- 
ment has embarked on a major effort to transform traditional SOEs into sbareholding companies, many of which are 
either wholly or majority owned by the state. These state-controlled shareholding companies enjoy, at least in 
principle, more managerial autonomy and have more ways of financing. Detailed statistics on these new types of 
SOEs are not available. It is likely that these companies, particularly the public listed ones, have on average lower 
leverage than traditional SOEs given the fact that new equity investments are normally required for establishing a 
shareholding company. The shareholding reform is discussed in more detail below. 

According to the 1995 Industrial Census, the average ratio of total taxes to pretax profits was 0.77 for state- 
owned industrial enterprises, while the figures for township-owned enterprises and wholly foreign-owned enterprises 
were 0.54 and 0.35, respectively (OTNIC 1997). 

TOEs are enterprises owned and controlled by township-level governments, whereas the often-studied 
township-village enterprises (TVEs) also include enterprises that are collectively owned by villages. 


fi 
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Table 3: Performance and Leverage of State-owned versus Township-owned 


Industrial Enterprises 

State-owned Township-owned 

Enterprises Enterprises 
Ratio of taxes to pretax profits 0.77 0.54 
Ratio of net profits to equity 0.02 0.11 
Ratio of pretax profits to equity 0.18 0.33 
Ratio of the sum of wages, pension 

and pretax profits to equity 0.37 0.61 

Debt-equity ratio 1.92 2.93 


Source: OTNIC (1997). 


In order to further consider the state sector's labor redundancy and pension 
burden, we calculate for each type of enterprise the sum of total wages, pensions, and 
pretax profits, which roughly measures a firm's value added, minus interest and 
miscellaneous fee payments, and divide it by the amount of equity. The difference in 
performance still remains—the ratio is 0.37 for SOEs, and 0.61 for TOEs. 

Some authors have also attributed the SOE losses to their heavy debt burden 
(Chi et al. 1996, Lin et al. 1998). It 1s true that the banking system remains the single 
most important external financing source for almost all SOEs. This reliance on 
bank funds makes PRC firms highly leveraged. But the data show that TOEs are 
even more highly leveraged. In 1995, industrial SOEs had a debt-equity ratio of 1.92 
while the figure for industrial TOEs was 2.33 (see Table 3). In 1998, the debt-equity 
ratios for SOEs and TOEs were 1.78 and 2.13, respectively (see China Statistical 
Yearbook 1999, 433-5). TOEs thus should face a higher interest bill relative to equity 
and therefore have lower profit rates; in addition, the average interest rate on loans to 
TOEs is higher than on loans to SOEs. 

Nevertheless, a high rate of leverage that, as in the case of the SOEs, is not a 
market outcome, has peculiar implications. First, poor SOE performance and high 
leverage imply that state ownership of enterprises is actually the result of the 
leverage effect rather than of the government's equity ownership. When a firm's 
asset value is well below its debt level, and its equity thus negative, it is still regarded 
as state-owned. Such firms should already be in the hands of the creditors; but the 
creditors (in this case banks depositors) are represented by the state. It does not 
matter whether the state provides capital to SOEs directly in the form of a "free" 
equity contribution or indirectly—as the "owner" of state banks—in the form of debt. 
Debt thus does not come with truly external control and monitoring. The final 


14 : E : : ; ; 
Enterprises in the PRC have few legal sources of financing. While the largest enterprises may receive ad- 
ministrative approval to list on the Shanghai or Shenzhen stock markets and a few enterprises may issue bonds, most 
enterprises can access no formal sector funding other than bank loans. 
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investors, 1.e., the depositors, would have incentives to care about the use of their 
money if it were invested at their own risk. But because the state has insisted on 
maintaining its ultimate right to control enterprises and has therefore limited the 
development of alternative investment channels, the final investors are left with few 
choices other than bank deposits. 

A second problem associated with the high rate of leverage is that when banks 
have incentives to limit the amount of bad debts, it may be difficult for highly 
leveraged firms to borrow money even if they have projects with strong investment 
potential (the debt-overhang problem). Since 1998 banks have come under increasing 
pressure not to accumulate more bad debts, and thus have become reluctant to lend to 
debt-ridden firms. But sometimes, more investment may be the only way for these 
firms to turn themselves around." In response to the debt-overhang problem, the 
central bank and the State Economic and Trade Commission are cooperating with 
banks to have banks extend “closed-circuit” loans (fengbi daikuan) to potentially 
profitable individual projects of heavily indebted SOEs. But in practice, this is little 
different from policy loans or implicit government guarantees for individual loans 
(formally prohibited). Not only have the results of these loans been far from 
convincing, but the closed-circuit loans are again perpetuating the participation of 
nonbank government departments in lending decisions. 

Finally, when bank loans are virtually the only source of external financing, 
firms become extremely vulnerable to fluctuations in the economic environment. 
Changes in regulations or monetary policy can quickly change the profitability of an 
enterprise and thereby the likelihood of loan repayment. Furthermore, enterprise 
liquidation in an economy with a highly incomplete market for bankrupt enterprises 
and their assets is likely to lead to additional losses through bankruptcy procedures. 
In such an environment, bankruptcy, even if enforced, may not be very efficient. At 
the same time, banks may well prefer to keep nonperforming loans on their books 
rather than enforce bankruptcy, hoping for a turnaround in the firms’ performance. A 
high rate of leverage is therefore another cause of bank passivity in enforcing 
payment. This, in turn, weakens enterprises’ incentives to perform well ex ante and 
to repay loans on time ex post. 

Overall therefore, SOEs are inefficient not just because they have too many 
redundant workers, too high a welfare burden, or too much debt. More fundamen- 
tally, SOE loss making can be attributed to the existence of soft budget constraints 
and the “agency problem.” This has become increasingly serious after the central 
planning and control system was gradually disbanded in the course of reform (Qian 
1996, Zhu 1999). It has two levels: one, government bureaucrats, as agents, act on 


Bon the other hand, if debt-ridden SOEs are able to borrow, their managers may not have an incentive to use 
the money wisely. As they have little to lose, they are prone to make risky investments, particularly in speculative 
markets (the “asset substitution problem" à Ja Jensen and Meckling 1976). Too much debt can also weaken 
managerial incentives if all or most of the profits are used to pay back the debt. 
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behalf of the government (or the people); and two, enterprise managers, as agents, 
act on behalf of government bureaucrats. Although bureaucrats are supposed to act 
as owners, they are not legally entitled to the residual income rights that owners of 
private enterprises normally enjoy. Their exercise of control all too often exhibits 
private or departmental rent seeking. Furthermore, SOE managers often take 
advantage of their powers to pursue reckless operations or engage in activities for 
their own account. More generally, if control is so poorly exercised, it is unclear who 
is to bear responsibility for the SOKs’ financial deficit. 


State Sector as a Whole 


The extent of bad debts—and of SOE losses—reflects little more than a politi- 
cal decision on where within the state sector to place the financial deficit attributable 
only to the state sector as a whole. Policy loans to SOEs could equally well enter the 
accounting system as bank loans to the government or as a budget deficit. Bad debts 
could be written off against the banking system’s equity held by the government. 
Enterprises could be forced to repay overdue loans and, if need be, go.bankrupt, or 
they could be sustained through budget appropriations. The government, through tax 
policies, its choice of social welfare system, and many other measures, determines 
the profit and loss of state-owned banks and SOEs, which in turn affect the amount 
of bad debts that banks can write off every year (up to a maximum equivalent to 
] percent of total loans) as well as the extent to which the government budget is in 
surplus or deficit. 

The three pillars of the state, government, and SOEs and state banks together, 
cannot be viewed independently. A consolidated balance sheet of the state sector 
shows that it is a very large net debtor to domestic households. This debt is backed 
by state assets such as SOE fixed assets or land. As state assets currently still exceed 
state debt, in principle, bad debts could be written off against this net worth of the 
state. 

As long as the central bank 1s able to prevent a liquidity crisis in the state banks 
and thus a run on the banks, the government's bad debts will not cause an immediate 
crisis in the banking system.” They simply reflect the destruction of state net worth 
and thus the degree of inefficiency with which financial resources have been 
invested. The extent of bad debts by itself then matters little. What appears more 


ORE the consolidated balance sheet and its implications see Holz (2001). 
Only in rare instances has the ability of the state banking system to meet depositors’ claims been significantly 
impaired. For example, in 1998 five mainland companies listed in Hong Kong, China were unable to withdraw their 
time deposits with the CBC and other financial institutions at the due date (Xinbao 28 August 1998). 
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pressing is to resolve the governance problem throughout the state sector in order to 
end the destruction (or inordinately low increases) in state net worth.” 


Pitfalls of the PRC’s Recent Reform Measures 


In the aftermath of the Asian financial crisis, the PRC has implemented a range 
of measures to stabilize the domestic financial system, and a three-year program of 
SOE reform was initiated in early 1998. Yet most of these measures do not address 
the fundamental issues of decision-making autonomy, incentives, and control 
mechanisms. Transferring budgetary funds to the banking system and largely 
cosmetic SOE reform measures dominate the agenda. 


Recent Efforts to Solve the Bad Debt Problem 


Since 1997, the government has repeatedly injected funds into the state banking 
system. In 1997, more than 30 billion yuan of budgetary funds were set aside to write 
off SOE bad debts, presumably old capital construction (fixed-asset) loans. But these 
funds were equivalent to only 1.9 percent of total investment in fixed-asset loans 
outstanding at end-1997, while the total of fixed-asset loans accounted for only 
20.6 percent of all loans extended by state banks (see China News Digest 17 October 
1997 and China Statistical Yearbook 1998, 668). In 1998, the government financed 
another 40 billion yuan bad debt write-off as well as a conversion of 57.7 billion 
yuan of outstanding loans into state equity, without specifying the types of loans 
covered (see China Finance Association 7 December 1998). 

Also in 1998, the National People's Congress Standing Committee recapital- 
ized the four state commercial banks to enable them to meet the 8 percent risk- 
weighted equity-asset ratio specified in the Commercial Bank Law of 1995 (and 
recommended by the Bank for International Settlements). After the minimum reserve 
requirement was lowered, on 18 August 1998 the four state commercial banks used 
their now excess reserves at the People's Bank of China to purchase 270 billion yuan 
of special 30-year interest-bearing bonds. The Finance Ministry then recapitalized the 
banks by returning the 270 billion yuan. Although the recapitalization was under- 
taken to meet international capital requirement standards, it also increased the banks' 
net worth and thus provided a cushion for writing off bad debts. 


BE ven if bad loans were to exceed state net worth, the PRC banking system could continue to operate as 
before, as long as the public believes that the state will honor the public's deposits with the state banks. Yet the lower 
(or more negative) state net worth, the higher the likelihood that the public will begin to distrust the state and start a 
run on the state banking system. The proposal to adopt an insurance deposit scheme has surfaced repeatedly, but not 
yet come to fruition. With the government implicitly guaranteeing deposits at its state banks, there appears to be no 
need for a deposit insurance scheme. 
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In 1999, the four state commercial banks set up their own asset management 
companies (AMCs) to take over their bad debts and to carry out a debt-equity swap 
plan for selected SOEs. Government funds provided the initial capitalization for the 
four AMCs, which then issued government-guaranteed bonds to secure further funds. 
The AMCs proceeded to buy the bad debts of their corresponding banks at face 
value. With approval of the State Economic and Trade Commission, the AMCs 
turned the loans of selected, central government-owned SOEs into equity. In 1999, a 
total of 601 SOEs (mostly large enterprises) were authorized to participate in the 
debt-equity swap scheme; the total amount of debt involved was 460 billion yuan 
(Wang 2000). By mid-2000, AMCS had taken over more than 1.3 trillion yuan of bad 
debts, equivalent to approximately 20 percent of all state bank loans (see Xinbao 28 
July 2000, and People's Bank of China Quarterly Statistical Bulletin 2000-2, 24). 
Their task now is to dispose of their acquired assets. 

Turning some of the bad debts into equity allows the AMCs to postpone re- 
solving some of the bad debt problems—except that the return on the equity is likely 
to be lower than the interest rate that the AMCs pay on the bonds they issued.'? With 
the equity holdings accounting for approximately one third of all AMC assets, this 
leaves close to 1 trillion yuan of assets in the form of bad debts in the AMCS to be 
dealt with. This figure is almost equivalent to total annual government budget 
revenues.” The recoverable share of these bad debts is unknown, but it is likely to be 
very small. 

These recent measures do not represent fundamental changes in how the banks 
operate, but simply shift the bad debt burden from the banks to the government 
budget. The measures appear to be primarily a domestic and international public 
relations step. The opportunity to improve incentive structures and to pressure local 
bank branches and governments to resolve local bad debt problems has been largely - 
missed. 

However, even these apparently benign measures have the strongly negative 
side effect of increasing moral hazard. This is because the government has in effect 
been implicitly inviting SOEs not to repay their loans, and encouraging banks to 
label as bad as much of their portfolio as possible, and to write off assets as fast as 
they can. Dai Xianglong, head of the central bank, has tried to limit the damage by 
repeatedly talking about this very last "free meal." Yet given the potential implica- 
tions of widespread bank runs on the state-owned banking system, it is very unlikely 
that this will be so. 


The equity holdings of the AMCs are equivalent to approximately one fifth of total capitalization of the 
Shanghai and Shenzhen stock markets at the end of 1999 (China Statistical Abstract 2000, 77). 'The gradual sale of 
these equity holdings is therefore unlikely to cause major disturbances on the stock market. 

On the equity holdings see Xinbao (29 August 2000). Total budgetary revenues in 1999 were 1.1 trillion 
yuan (China Statistical Abstract 2000, 58). 
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Recent Efforts at SOE Reform 


The three-year SOE reform program announced by Premier Zhu Rongji to the 
National People’s Congress in spring 1998 aimed to relieve SOEs of their welfare 
and debt burdens by encouraging them to lay off workers and cut welfare expenses in 
housing and medical care, thereby reducing the degree of leverage (and interest 
payments). 

The key measure is cutting excess labor.^ By mid-2000, more than 10 million 
SOE workers (or approximately 10 percent of the total state work force) had lost 
their jobs, a figure expected to double by the end of 2000. Yet in mid-2000, some 
officials felt that SOEs were still overstaffed by as much as one third of their work 
force.” An accompanying reform measure is the creation of a provincial-level rather 
than enterprise-level urban social security system. In addition, since 1999, SOEs 
have stopped giving their employees quasi-free housing, while existing SOE housing 
is to be gradually privatized. An SOE bankruptcy would therefore no longer deprive 
workers of social security and housing, which allows the government to force the 
pace of SOE bankruptcies and shut down loss-making SOEs. 

Laying off workers and creating a social security system external to enterprises 
clearly reduce SOE losses (or increase their profits). Some of the laid-off workers 
may find productive new jobs, thus increasing national value added. Yet all these are 
one-off financial effects. They do not change the systemic features of the economy; 
in particular, they do not significantly change the governance structure of SOEs. At 
the worst, all they achieve is an increase in unemployment and social security 
payments out of the government budget, corresponding to the decrease in such 
payments by SOEs, and deep dissatisfaction of the laid-off workers, with implica- 
tions for the much treasured social (and political) stability of the country. 

A second major SOE reform measure is the privatization of some of the small 
SOEs and the establishment of a “modern enterprise system" for large and medium- 
sized SOEs. Specifically, small SOEs can be sold either to private investors or, in the 
case of conversion into employee-shareholding cooperatives, to employees. Large 
and medium-sized SOEs are to be transformed into shareholding companies, which 
may take either the form of a limited liability stock company or a limited liability 
company.” 


2l Premier Zhu Rongji emphasized, at a meeting with members of the Ninth People’s Congress, that the key to 
pulling loss-making enterprises out of difficulty lies in reducing the number of surplus workers (Xue 1998). 
See Xinbao (30 August 2000), citing a deputy head of the State Economic and Trade Commission. 
According to the PRC’s Company Law, the main differences between limited liability companies and lim- 
ited liability stock companies lie in the following: (i) the threshold of equity capital (0.5 million vs. 10 million yuan), 
(ii) the level of approving authority (subprovincial vs. provincial government or an authority designated by the State 
Council), (iii) the number of shareholders (2-49 vs. 5 or more), and (iv) the liquidity of shares—only the shares of the 
latter can be traded on stock markets, where only those with equity capital of over 50 million yuan are eligible for 
listing. 
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According to a national survey conducted by the State Statistical Bureau in 
1998, the results of the ownership reform are not particularly encouraging.” As 
Table 4, which draws on the findings of Lin and Zhu (2000) shows, state ownership 
remained dominant in restructured industrial enterprises, particularly in limited 
liability stock companies, limited liability companies, and enterprises in the “other” 
category. Overall, more than half of the firms surveyed are still majority owned by 
the state. The identities of those labeled as “institutional owners” are not clear, 
though the overwhelming majority of them are reported to be state-owned entities 
(Dong 1999). Also, the state maintained sizable shares in quite a number of those 
companies registered as “employee-shareholding cooperatives.” Even some of those 
labeled as “private enterprises" had the majority of their shares held by the state.” 


Table 4: Majority Ownership in Restructured SOEs, 1998 


(percent) 
Type Share in Total Firms Firms Firms 
of Company Number of with Majority with Majority with Majority 
Restructured Control Ownership Ownership 
Enterprises by State by Institutions by Private Owners 
Limited liability stock 
company 11.5 57.6 12.4 1.8 
Limited liability company 43.7 53.2 12.6 2.6 
Employee cooperative 16.2 23.9 3.7 73 
Private enterprise 7.1 7.4 3.8 83.9 
Other 21:5 85.0 7.1 4.5 
Total 100.0 53.5 9.7 27.6 


Source: Lin and Zhu (2000). 


Moreover, for many restructured SOES, little has changed except labels; in par- 
ticular, management and supervision have not changed significantly (Lin and Zhu 
2000). The slightly more than 1,000 SOEs listed on the Shanghai and Shenzhen 
stock markets have perhaps the most trustworthy published accounts and the most 
rigorous management structures, but even here, most are majority owned by the state. 
Chairpersons and supervisory board members are often Party and government 
officials.” 


74 See Lin and Zhu (2000) for a detailed study of the ownership reform of SOEs in the PRC. 

It is possible that a significant part of the assets (especially land-use rights and factory buildings) leased or 
contracted to new private enterprises during restructuring was still counted as owned by the state. 

Plans are afoot to establish a second-tier stock market for technology or even smaller firms in general that do 
not meet the stringent capital and profitability requirements of the Shanghai and Shenzhen stock markets. Technically 
then, at some point in the future, almost all large and medium-sized SOEs could be listed, as well as a fair share of the 
small SOEs. (The size classification follows sector-specific real measures, rather than the size of total assets or 
capital.) 
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Overall, the SOE reform measures are predominantly redistributive and cos- 
metic, rather than efficiency-enhancing. The financial burden of SOEs is shifted to 
the government budget, and Western management and supervisory structures are 
established largely in form but not in content. These measures fall far short of 
establishing an efficient corporate system, and do not address the fundamental 
problems. 


Policy Options 


Any serious attempt to resolve the twin problems of bad debts and enterprise 
losses 1n the state sector requires substantial restructuring of real as well as financial 
commitments of the state. Successful reform requires changes in ownership and 
governance structures across the state sector as a whole. Well-implemented reform of 
the banking sector is particularly important, because rigorous banking practices will 
automatically exert pressure on SOEs and their government owners to reform. 

At the present stage of economic reform, improvements in bank management, 
such as the gradual granting of lending autonomy, may no longer be enough to yield 
continuous improvements in systemwide efficiency. Within five years of the PRC’s 
membership in the World Trade Organization (WTO), foreign banks will be allowed 
full.access to the domestic banking sector." The domestic securities industry will be 
liberalized, with foreigners allowed to own 33 percent of PRC securities brokerages 
and fund management companies, rising to 49 percent three years after WTO 
accession. But can the country’s banks reform rapidly enough to be ready for the 
potential onslaught from foreign banks in five years? Current reform measures 
as well as the changes achieved since the passing of the Commercial Bank Law in 
1995 raise severe doubts about this. Time is running out. A wholehearted banking 
reform that creates a competitive financial sector with free entry and exit may be 
unavoidable. 

Introducing more competition into the banking sector will help improve effi- 
ciency in the allocation of financial resources and lead to a downsizing of state bank 
operations. New and existing nonstate banks should be encouraged to compete with 
bigger state banks and thus to increase pressure on the latter to improve performance. 
Moreover, given the huge size of the state commercial banks, with their 50,000 
branches nationwide, they can be broken up into smaller independent banks. In the 
case of the almost fully centralized banking sector, local governments and other 
domestic entities might wish to pick up institutions deemed crucial for local 
economic development, such as a local bank branch, and turn it into a separate local 
bank. Competition in the banking sector would allow outside banks to move into a 


77 Only two dozen foreign banks are currently allowed to conduct lending business in the domestic currency. 
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locality and force any local bank run in the old-fashioned manner to change its ways. 
Local governments with tight budgets and unable to borrow could not maintain soft 
budget constraints and mismanagement indefinitely, but would be forced to give their 
economic entities sufficient autonomy and proper incentives—or let them exit. _ 

Moreover, a significant change in state ownership and corporate governance is 
crucial for improving incentives. The failure of recent SOE restructuring to make 
significant real improvements suggests that simply incorporating and then listing 
SOEs (along with banks) on domestic stock markets is not enough. Significant 
shareholdings by nonstate owners may well be needed to achieve a clear end to 
government interference and bureaucratic rent seeking. The experience of other 
countries suggests the need for a drastic break. In particular, the underlying causes 
need to be identified and fully addressed in a comprehensive rather than piecemeal 
fashion, remedies should be implemented quickly, and firm exit policies should be 
drawn up (see, for example, Dziobek and Pazarbasioglu 1997). 

However, relying on domestic nonstate firms to acquire significant stakes in 
large state banks and enterprises may take too much time. A better strategy may well 
be to sell off significant, possibly majority, stakes in the state commercial banks and 
large SOEs to international investors or multinational companies. Not only will 
foreign ownership bring in much-needed technology and management expertise, and 
time-proven incentive structures that are crucial for efficiency, but also, supported by 
WTO accession and the introduction of international law, the clout to prevent 
continued meddling by government and Party cadres. International companies could 
have more leverage than domestic banks and firms to push for institutional change, 
thanks to their higher degree of political independence from the government, and 
thanks to the lobbying power they may enjoy through international organizations and 
their own governments. Thus, for example, pressure to create a regulatory and legal 
environment that is more conducive to business autonomy and sound corporate 
governance would very likely increase. Government agencies would be forced to 
create a level playing field and treat all firms equally, improving operating conditions 
even for wholly domestic entities. 

A takeover by foreign banks is likely to quickly bring about changes in lending 
practices, thus not only helping resolve the accumulated problems of the past but also 
preventing the continuing emergence of new bad debts. Once lending practices make 
economic sense, the bank-induced soft budget constraint of SOEs turns into a hard 
constraint. A hard budget constraint reveals the true economic viability of SOEs, thus 
identifying those SOEs most urgently in need of drastic measures (including closure), 
and specifying the price of keeping those SOEs alive. The strategy of selling off 
majority stakes in state-owned banks and SOEs not only solves the problem of lack 
of autonomy and poor incentive structures, but may also provide badly: needed 
revenues for the government. For example, the state commercial banks’ branch 
network and physical assets may still be attractive to foreign investors now, but may 
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not be once the PRC’s domestic financial market has been opened and foreign banks 
have begun to establish their own branch network. If state-owned assets are sold in a 
fair and open-bid fashion, foreign competition for these assets can only increase the 
price they will fetch. The proceeds from the sales could help pay for SOE reform, 
including the establishment of a viable government social security system. 

Many measures, however, need to be implemented first to pave the way for 
liberalizing the financial sector. These include writing off bad debts, reducing the 
work force, introducing a modern governance structure, removing policy restrictions 
on interest rates and local currency business, and, perhaps, allowing some degree of 
capital account convertibility. In the meantime, regulatory capacity needs to be 
improved. A more rigorous risk management system should be established in state 
banks. Finally, a more accurate assessment of the extent of bad debts is also needed 
to establish a benchmark against which future performance can be measured. 


Conclusions 


The government’s recent efforts to deal with the problem of bad debts and 
mounting SOE losses have had largely redistributive effects, with state bank and 
SOE financial deficits being shifted to the government budget. This has had little 
effect on efficiency. Instead of the continuation of such measures, this paper has 
proposed a substantial reform of ownership in both the financial and real sectors, 
which will address the fundamental problems in state banks and SOEs. Despite the 
radical appearance of our proposals, opening the financial sector—and consequently 
SOEs—to international ownership is perfectly in line with Deng Xiaoping’s open 
door policy initiated more than two decades ago. Where domestic innovation 
stagnates, multinationals can bring in new impetus. WTO membership should 
provide the leaders of the PRC with a powerful instrument to overcome formidable 
social and political obstacles on their way to achieving the final success in reforming 
the country’s inefficient banking and enterprise systems. 
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Risk Management Systems 
in Clearing and Settlement: 
Asian and Pacific Equity 


Markets 
S. Ghon Rhee 





Abstract. This paper presents an overview of risk management systems in clearing 
and settlement. In addition, against the recommendations proposed by the Group of 
Thirty and revised by the International Securities Services Association, current 
practices of 13 organized stock exchanges in the Asian and Pacific region are 
presented. Policy issues related to the coexistence of both underlying equity and 
financial derivatives markets in the region and the increasing volume of cross-border 
transactions are also discussea. 





Introduction 


n the 1990s, equity markets in the Asian and Pacific region witnessed 
remarkable growth in trading activities, as summarized in Table 1. During the 
period 1990-1999, trading value rose from $950 billion to $2.75 trillion, 
recording an annual growth rate of 12.6 percent.' The increase in trading value 
has not always been good news. As the Hong Kong, China market experienced 
in October 1987, trading activities outstripped the capacity of existing risk control 
mechanisms built for the clearing and settlement system then and eventually led to 
the crash in the equity index futures and underlying cash markets (see Hong Kong 
Securities Review Committee 1988). This experience was not unique to Hong Kong, 


These figures exclude Japan. With Japan included, the annual growth rate is adjusted downward to 6.8 percent. 
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China. Strains in the clearing and settlement systems were apparent in a number of 
advanced markets including the United Kingdom and United States during the 
October 1987 market break (see International Stock Exchange 1987/1988, Brady 
Commission 1988, and New York Stock Exchange 1990). As a result, increasing 
attention has been focused on risk management systems in clearing and settlement 
during the last decade to improve their effectiveness. 

In retrospect, two important lessons were learned from the October 1987 mar- 
ket break (Rhee 1995). First, there are two dimensions to securities market 
efficiency: informational efficiency and operational efficiency. The former implies 
that securities prices fully reflect all available information relevant to determining 
their value, while the latter requires the operating system of financial markets to 
function in an optimal manner. Second, the existence of operational efficiency cannot 
be assumed. Prior to 1987, modern financial theory had concentrated on the 
informational efficiency of securities markets, while taking operational efficiency for 
granted. The Hong Kong, China experience demonstrated that the failure cost in the 
operating system could be as large as or even larger than the social cost associated 
with informational inefficiency. The core of operational efficiency comprises 
clearing and settlement in support of smooth securities transactions. This study 
reviews the status of clearing and settlement of equity markets in the Asian and 
Pacific region in an attempt to identify best practices of risk management systems in 
the securities industry. 


Sources and Types of Risks in Clearing and Settlement 


Risks in clearing and settlement have yet to be clearly defined. Although more 
than two dozen reports focusing on clearing and settlement systems have appeared 
since the October 1987 market break, surprisingly, some of these reports did not 
define the types of risks to be contained under risk management systems. Only a 
limited number of studies made meaningful efforts in defining clearing and 
settlement-related risks in general. The most perceptive discussions on the types and 
sources of risks are found in a Bank for International Settlements (BIS) report (1992) 
on delivery versus payment (DVP). The overall conceptual framework of this report 
was adopted by a number of follow-up studies and reports.” For the purpose of this 
paper, the original conceptual framework in the BIS report (1992) is expanded and 
modified as shown in the Figure to illustrate three categories of risks in clearing and 
settlement, namely third party credit risk, operational risk, and counterparty risk. 


^The follow-up studies and reports include Parkinson et al. (1992); IOSCO (1992); FIBV (1996); Stehm 
(1996); and BIS (1995, 1997). 
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Market participants in the clearing and settlement system face the risk of failure 
by a settlement bank or other intermediary. This is called a third party credit risk 
since it is a function of the credit standing of financial institutions that are involved 
in clearing and settlement. Parkinson et al. (1992) report that the third party credit 
risk was much greater prior to the October 1987 market break than at the present 
time for two reasons. First, responsibilities of banks and clearing organizations were 
not clearly defined for cases where a clearing member failed to meet its settlement 
obligations due to insufficient funds. Second, conditions under which payments were 
made from a settlement bank to the clearing entity were ambiguous. 


Figure: Risks in Clearing and Settlement 
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Market participants also face operational risk, defined as the risk of breakdowns 
in the clearing and settlement operational system. This may be caused by human 
error, management failure, or the failure of the hardware, software, and communica- 
tions network. It may also be caused by power failure or natural disaster such as 
earthquake or flood. 
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Of the three categories, counterparty risk is what risk management systems are 
designed to contain, since settlement failure by individual participants in clearing and 
settlement may cause a chain reaction of failures, raising the possibility of creating 
risks of systemic proportions. Therefore, market regulators are concerned about this 
type of breakdown in view of the potential of systemic risks for the entire financial 
system (OECD 1991, Rhee 1992). Hence, this paper’s focus is limited to counter- 
party risk. Three sources of counterparty risk are price volatility, unsynchronized 
payment and delivery, and illiquidity. Given the three sources of risk, counterparty 
risk can be further classified into replacement cost risk, principal risk, and liquidity 
risk. Replacement cost risk’ is generated by price volatility, principal risk stems from 
unsynchronized payment and delivery, and liquidity risk is attributed to illiquidity. 

If no settlement occurs, then a buyer loses as the market price moves up after 
the trade and a seller loses as the market price moves down. As the price moves away 
from the original contract price, the replacement of the original trade may become 
costly and this cost must be borne by one of the counterparties. Thus, one of the 
counterparties faces replacement cost risk with price volatility between the date of 
transaction and the date of settlement. 

With payment and delivery unsynchronized, there is the risk that a seller of a 
security may deliver without receiving a corresponding payment or that a buyer may 
make payment without receiving a corresponding delivery. In this situation, the full 
principal value of the security can be at risk. Thus, one of the counterparties faces 
principal risk." 

If the buyer fails to make payment, the seller may have to borrow funds or 
liquidate assets to make up the shortfall and, if the seller fails to make delivery, the 
buyer may have to borrow the security from a third party. However, the cost of 
borrowing funds or securities is subject to market liquidity. Thus, one of the 
counterparties always faces liquidity risk. For example, one counterparty may face 
heightened liquidity risk toward the end of a business day due to lower market 
liquidity prior to the close of business. All three types of risk are conditioned upon 
settlement failure. However, this failure is permanent in the case of both replacement 
cost risk and principal risk, but is temporary in the case of liquidity risk. The degree 
of failure also varies from one component of risk to another. Principal risk may cause 
the loss of the entire transaction value, whereas a partial loss only may be incurred 
under replacement cost risk and liquidity risk. 


Replacement cost risk is also referred to as market risk. 5ee OECD (1991). 
Principal risk is also referred to as capital risk. See OECD (1991). 
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An Overview of Risk Management Systems 


The major objective of a risk management system in clearing and settlement is 
to minimize counterparty risks. To achieve this objective, a number of safeguards are 
employed. They may be classified into four major categories: (i) membership 
standards and monitoring program of financial performance, (11) financial safeguards, 
(iii) guarantee funds, and (iv) postdefault program. 

The role of two financial intermediaries, the clearinghouse and the central 
securities depository (CSD), is critically important in designing the risk management 
system in clearing and settlement. The clearinghouse provides trade comparison and 
multilateral netting services. The CSD eliminates physical movement of securities 
certificates during transfer of ownership by storing them in a vault (immobilization) 
or eliminates the need for issuance of physical certificates of documents by having 
securities exist only as computer records (dematerialization). The two organizations 
are not necessarily separate. Depending on the institutional evolvement, the services 
offered by the two organizations may be consolidated in a single entity. In some 
countries, organized exchanges provide trade comparison services and matching as 
part of their automated trading system, leaving settlement-related functions with 
clearing entities. No matter what organizational form is adopted, the single most 
important safeguard in maintaining the financial integrity of the system comprises the 
membership standards. Stehm (1996) calls participation standards and the ongoing 
monitoring of participants’ financial condition the “first line of defense.” 

The clearing entity defines minimum capital requirements for its members, 
which often exceed regulatory capital requirements. The initial membership 
application and approval process is the vehicle utilized to ensure the financial health 
of clearing members. For the success of the clearing and settlement entity's 
operations, a critical mass of participation must be achieved. Potential participants 
consist of: investment dealers/brokers, commercial banks, insurance companies, 
trusts, central banks, and institutional investors (mutual funds and pension funds). 
Broader participation, however, raises some regulatory complications in terms of 
minimum capital requirements, oversight of institutional risk management systems, 
financial surveillance, and regulatory defragmentation, etc., while the critical mass 
contributes to substantial cost savings in clearing and settlement. The clearing entity 
also imposes stringent standards on operational capabilities that include record 
keeping and reporting through computer and communications systems. To maintain 
membership standards on a continuous basis, clearing members must submit periodic 
financial reports and information relevant to their financial performance. They are 
subject both to periodic audit and inspection on compliance with regulatory 
requirements and to a comprehensive system for the prompt detection of financial 
and operational weaknesses. To ensure that monitoring is fully effective, their trade 
positions should be monitored on a real-time basis. 
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Several financial safeguards have been introduced to contain counterparty risk, 
including delivery versus payment, position limits, netting, marking-to-market, 
collateral requirement, same-day funds, securities borrowing and lending, and 
clearing fund. 


Delivery versus Payment 


Delivery versus payment is the most important safeguard to protect counterpar- 
ties to securities trade from principal risk that is caused by unsynchronized delivery 
and payment because it represents the direct link between securities delivery and a 
funds payment. If the clearing entity is placed in the middle of settlements, the 
clearing entity faces principal risk. DVP may reduce liquidity risk but it is not an 
effective device for reducing replacement cost risk. Not all DVP approaches, 
however, can eliminate principal risk. It depends on the type of DVP approach. The 
BIS report (1992) on DVP identifies three broad approaches to achieving DVP: 
(i) “SFI” DVP in which all deliveries and payments are simultaneous, final, and 
irrevocable on a trade-by-trade (gross) basis; (11) net cash DVP in which deliveries 
are settled on a trade-by-trade (gross) basis, but funds are paid on a net basis at the 
end of the processing cycle; and (iii) batch DVP in which deliveries and payments 
are settled on a net basis at the end of the processing cycle. Because both net cash 
DVP and batch DVP cannot completely eliminate principal risk, they are usually 
complemented by other risk management devices. For example, net cash DVP would 
expose the seller of securities to principal risk unless the seller receives an 
irrevocable commitment from the buyers bank? For batch DVP, book-entry 
transfers of securities do not occur until the end of the processing cycle, leaving all 
funds and securities transfers provisional. As a result, counterparties to trade still face 
potential liquidity risk and replacement cost risk unless an extension of credit is made 
available to a participant who may encounter settling difficulty. 


Position Limits 


The clearing entity imposes position limits on its clearing members.? Position 
limits are a function of a clearing member’s liquid assets, trading volume, and 
exposure to a single client. While position limits represent a direct way of limiting 
credit losses, they may also discourage market manipulation. 


However, the seller is still exposed to third party credit risk. 
A position limit is the maximum amount of buy and sell orders that can be owned or controlled by a stock 
exchange member in a single security. 
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Netting 


Trade-for-trade settlement 1s the most fundamental form of clearing and settle- 
ment since the identity of the counterparty is always maintained. In a strict sense, 
trade-for-trade settlement does not represent a "netting" process; it works like a 
netting scheme if the settlement computes net balances for the counterparty (IOSCO 
1992). It works in low-volume markets or in high-volume markets with a highly 
automated system. Since the identity of the counterparty is known, transactions do 
not have to be guaranteed by the clearing entity. Two of the most common netting 
methods are multilateral netting (or daily netting) and continuous net settlement 
(CNS). Multilateral netting is a netting process in which all trades in the same 
security are sorted into final long and short positions for each participant. As 
counterparties to the transactions may change for settlement purposes, trade 
guarantees are essential. Since no offsetting is made with subsequent days’ trades, as 
the name "daily netting" implies, the frequency of failed trades may be higher than in 
a netting scheme that allows interday netting. CNS is being considered as a 
promising alternative for many high-volume markets because it allows interday 
netting. With the adoption of CNS, the clearing entity interposes itself between the 
buyer and seller to become the counterparty to both parties. At the end of the CNS 
process, net positions of all participants should sum up to.zero for the clearing entity 
in terms of the number of securities and the amount of funds. The IOSCO report 
(1992) identifies three advantages of the CNS system: (i) a large volume increase 
does not require a large increase in computer processing capacity, (ii) a high rate of 
settlement can be achieved, and (iii) “gridlock” is not a problem (unlike in trade-for- 
trade settlement). One drawback of this netting system is that the buyer and seller in 
the original transaction lose their identity after CNS processing. Hence, trade 
unwinding is not usually possible. If outstanding positions remain unfulfilled for 
extended periods due to difficulty in unwinding, then the parties to clearing and 
settlement may face replacement cost risk. Therefore, the clearing entity protects 
itself from the replacement cost risk by employing a process of marking-to-market.' 


Marking-to-Market 


Under the marking-to-market process, the value of all open positions is marked- 
to-market and any unrealized losses (or gains) from the previous day's value are paid 
to (or collected from) the clearing entity. The working modality differs from one 
clearing organization to another. For example, the Options Clearing Corporation of 


"One of the referees correctly identifies an operational difficulty in implementing “marking-to-market” when 
the market suffers from the well-known "thin" trading problem that is common in the Asian and Pacific region. 
However, thin trading is not the main reason for slow adoption of marking-to-market systems in the region. Rather, 
relevant reasons may be found from the region's institutional evolution of the regulatory processes. 
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Chicago collects unrealized losses, while it does not pay unrealized gains, whereas 
the National Securities Clearing Corporation maintains a symmetric treatment of 
losses and gains (Parkinson et al. 1992). 


Collateral Requirement 


Each member is required by the clearing entity to collateralize its obligations. 
Full collateralization can be achieved if marking-to-market is performed on a real- 
time basis. The securities to be traded can be used as part of the collateral, but with 
an appropriate “haircut.” The rest of the collateral must consist of cash and highly 
liquid assets such as government-issued securities. 


Same-Day Funds 


Same-day funds settlement requires that the necessary payment be made by 
wire transfer rather than certified checks. Using central banks’ settlement facilities, 
an increasing number of countries are moving toward the same-day funds system, 
which reduces counterparty risks as well as third party credit risk. 


Securities Borrowing and Lending 


A well-functioning securities borrowing and lending (SBL) system is essential 
in facilitating clearing and settlement, short sales, and unwinding arbitrage positions. 
In addition, an SBL system may be able, if adequately managed, to promote market 
liquidity, arbitrage, elimination of illegal underground financial activities, and price 
stabilization. Usually, SBL is done on a fully collateralized basis where acceptable 
collateral is in the form of government securities, high quality corporate issues, 
letters of credit, and cash. 


Clearing Fund 


The clearing entity usually establishes a clearing fund (or guarantee fund) to 
protect against potential losses as a result of default or failure by its members. 
Parkinson et al. (1992) state that the objective of this fund is to collateralize a 
clearing member’s direct obligations as well as its contingent liabilities in the event 
of default by another member. Although the IOSCO report (1992) suggests that the 
purpose of such a fund is to provide the clearing and settlement entity with the 
resources to pay out on its obligations (even when a participant fails to make good on 
its payment obligations), Parkinson’s insight should be considered more appropriate 
for the Asian and Pacific region’s equity markets in view of the low credit standings 
usually observed among relatively small firms listed on the organized exchanges. 
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. There is no magic formula to determine an optimum size of the guarantee fund. 


Some of the factors that may affect the size of the guarantee fund are daily market 
turnover, market volatility, settlement period, and counterparty risk. In the event that 
a participating member fails to meet its obligations, the clearing entity would 
(i) liquidate the member's position either by purchasing securities to cover a failed 
delivery obligation or by selling securities received in the event of a payment failure, 
(ii) have access to the defaulted participant's deposit in the clearing fund, (111) utilize 
the clearinghouse's retained earnings, and (iv)charge against nondefaulting 
members' contributions to the clearing fund if the retained earnings are insufficient. 
This charge against nondefaulting members varies from one clearing entity to 
another. It may be pro rata on the basis of the nondefaulting members' bilateral 
dealings with the defaulting member or on the basis of nondefaulting members' 
required contributions to the clearing fund. Because it usually takes time to 
implement the postdefault program, clearinghouses arrange lines of credit with banks 
to ensure adequate liquidity. 


Industry Standards, Industry Practices, and Best Practices 
G-30 and ISSA Recommendations 


Recognizing that clearing and settlement practices in each country were not 
uniform and uneven in quality, the Group of Thirty (G-30), an international private 
sector group of capital market institutions, made recommendations to set industry 
standards after the October 1987 market break. The G-30 study (1989) proposed nine 
recommendations relating to the clearing and settlement systems of national equity 
markets. The Executive Board of the International Securities Services Association 
(formerly called the International Society of Securities Administrators), however, 
endorsed some revisions to the original G-30 recommendations (ISSA 1995), which 
are compared in the Appendix. 


Practices in the Asian and Pacific Stock Exchanges 
and FIBV Best Practices 


Table 2 summarizes the status of clearing and settlement systems utilized by 
13 stock exchanges in the Asian and Pacific region. To facilitate comparison, the 
first column presents the G-30 recommendations. 


5Namely, the Australian Stock Exchange, Stock Exchange of Hong Kong, National Stock Exchange of India, 
Jakarta Stock Exchange, Tokyo Stock Exchange, Korea Stock Exchange, Kuala Lumpur Stock Exchange, 
New Zealand Stock Exchange, Karachi Stock Exchange, Philippine Stock Exchange, Stock Exchange of Singapore, 
Taiwan Stock Exchange, and Stock Exchange of Thailand. 
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Trade Comparison between Direct Market Participants 


Indonesia; Japan; Malaysia; Philippines; Singapore; Taipei,China; and Thailand 
report that trade comparison and verification are done either on a real-time basis or 
on day t+0. All other countries in the region meet the G-30 recommendation of t+1. 
A Fédération Internationale des Bourses de Valeurs (FIBV) report (1996) indicates 
that trade verification and confirmation are usually fully integrated or real-time 
linked (over 90 percent of the cases) to meet the G-30 recommendation for t+1 trade 
comparison between direct market participants. As the trading system 1s computer- 
ized and linked to the clearing and settlement system at an increasing number of 
exchanges, about one half of responding exchanges report completion of compari- 
sons within the first hour of trading. 


Participation of Indirect Market Participants 


Although almost two thirds of FIBV members do not have centralized trade 
confirmation involving indirect market participants (mainly institutional investors), 
the Republic of Korea (hereafter Korea); Malaysia; Singapore; and Taipei,China 
report that trade comparison among indirect market participants is done on a real- 
time basis. Other economies in the region appear to have met the t+1 recommenda- 
tion of G-30, with the exception of India. 


Central Securities Depository 


All stock exchanges in the region report that CSDs are in operation, whereas 
the FIBV reports that CSDs operate in 83 percent of the responding exchanges. In 
some exchanges, all physical scrips are stored at the CSD, but the overall storage 
ratio is 65 percent. The degree of immobilization ranges from India's 8 percent to 
Singapore's 100 percent. Dematerialization has yet to be implemented among the 
region's exchanges. 


Trade Netting 


Surprisingly, stock exchanges in Australia and Hong Kong, China are the only 
two of the 13 exchanges that use CNS. However, multilateral netting is common 
among all the economies except Pakistan. According to the FIBV report, 12 percent 
of responding FIBV members do not use any netting method, whereas 6 percent use 
bilateral netting, which is a rudimentary form of netting. The remaining exchanges 
use multilateral netting. Although the G-30 strongly recommended the adoption of 
CNS, only a few exchanges operate it. | 
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Delivery versus Payment 


DVP is the system most crucial in reducing counterparty principal risk. India 
and Indonesia are the only countries in the region that do not use the DVP system. 
Although the simultaneous, final, and irrevocable DVP model is the most effective 
among the DVP approaches in containing principal risk, only 9 percent of FIBV 
members rely on this model. Most exchanges (53 percent) use the "batch" DVP 
model with settlement guarantee schemes. Surprisingly, a few exchanges have no 
direct link between delivery and payment at all, exposing their clearing and 
settlement systems to principal risk. The commonly adopted settlement guarantee 
schemes include insurance, margin/collateral, and participant guarantee. Other 
indirect guarantee mechanisms suggested by FIBV members include position limits 
and a capital adequacy test. 


Same-Day Funds 


The same-day fund convention has yet to be adopted by India, Indonesia, and 
Pakistan. Japan adopted it in December 1997. Although the G-30 recommendation 
called for the same-day fund convention across all instruments, the FIBV report 
questionnaire was more concerned with the use of automated funds transfer and the 
availability of credit for settlement purposes. As a result, it is not clear whether 
“same-day funds" rather than “next-day funds" are implied in automated transfer. It 
is noted that checks are widely used for settlement. 


Rolling t+3 Settlement 


Approximately two thirds of FIBV member exchanges have adopted a rolling 
t+2 or t+3 settlement schedule, making the G-30 recommendation for t+3 settlement 
an industry standard. At present, most of the exchanges surveyed for this study have 
adopted either t+2 or t-3 (the exceptions are India, Indonesia, Pakistan, and 
Philippines). Average nonsettlement (or "fail") rates range from 0 to 15 percent, with 
an average of 2.5 percent for responding exchanges. An important related issue is the 
frequency of the settlement processing cycle per day. Three quarters of the 
responding exchanges operate one settlement cycle per day, which indicates that 
multiple daily processing cycles have yet to be adopted to improve overall system 
performance. 


Securities Borrowing and Lending 


The G-30 recommendation for SBL has yet to be widely adopted. Only one half 
of the responding exchanges permit SBL. Indonesia, New Zealand, Pakistan, and 
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Philippines have not introduced SBL. Korea and Taipei,China established an SBL 
system in the 1970s which was modeled after the Japanese system. After a trial 
period, the Hong Kong Stock Exchange has been expanding short-selling activities in 
Hong Kong, China. Malaysia established a domestic market in securities borrowing 
and introduced rules on regulated short-selling in December 1995. However, these 
were suspended with the onset of the Asian financial crisis, with a view to reinstating 
them at an appropriate time. Thailand completed the SBL framework in 1997 and 
necessary tax amendments have been passed since 1998 with the condition.that the 
loan transactions must be conducted through the Thailand Securities Depository or a 
licensed SBL intermediary. Banks and finance companies (if permitted by the Bank 
of Thailand) and securities firms are eligible to apply for an SBL license. 


International Securities Identification Number System 


The introduction of this system is in the planning stage in India and Pakistan, 
while the Philippines will introduce it soon. All other exchanges adopted it. 


Risk Management Systems in Practice 


Table 3 presents key features of risk management systems in clearing and set- 
tlement in the Asian and Pacific region. Since CSD participants are largely stock 
exchange members, no separate financial requirements are imposed by the CSDs. For 
those economies with CSD requirements specified, the requirements do not differ 
from those of stock exchanges for member brokers. 

With the exception of Singapore; Taipei,China; and Thailand, many organized 
stock exchanges do not impose position limits. This contrasts with financial 
derivatives markets where position limits represent one of the important financial 
safeguards for clearing and settlement entities. 
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Clearing and settlement funds are fairly common among the region’s stock 
exchanges. Summarized in Table 4 is the size of clearing and settlement funds 
relative to annual trading value as reported by eight exchanges at the end of 1997. 


Table 4: Relative Size of Clearing and Settlement Funds, 
Selected Stock Exchanges, 1997 


(percent) 
Economy Size 
Thailand 0.121 
Taipei,China 0.118 
Korea 0.042 
Australia 0.035 
Pakistan 0.023 
Indonesia 0.019 
Hong Kong, China 0.009 
Japan 0.004" 


“Includes default compensation fund. 


The relative size of clearing and settlement funds ranges from 0.004 percent 
(Japan) to 0.121 percent (Thailand). Even though no generalization is allowed by this 
small base, it appears that market turnover and price volatility are important 
determinants of the relative size of clearing and settlement funds. The three 
economies that are well known for high price volatility and market turnover maintain 
the largest clearing and settlement funds. (When this survey was conducted in 1997, 
Malaysia, New Zealand, and Philippines reported that the funds were not in place.) 

The region’s equity markets finally caught up with the practices in the 
advanced markets by adopting marking-to-market as part of their risk management 
systems subsequent to the Asian financial crisis. Two exceptions are Indonesia and 
Philippines. Hong Kong, China; India; Korea; Pakistan; and Thailand report the 
imposition of collateral requirements. Apart from Australia, all other economies 
report the adoption of participant guarantee and/or loss sharing. 

The most interesting finding from the survey is the novation feature where the 
clearinghouse becomes the counterparty to the buyer and the seller of the original 
contract. Once novation is complete, the clearinghouse is usually obligated to make 
payment or delivery if a participant fails to meet the settlement obligations. In Japan; 
Malaysia; Philippines; and Taipei,China, there is no novation of contract in a strict 
legal sense. Singapore reports that novation is applicable only to clearing members of 
the exchange. Although it is understandable why Malaysia and Philippines do not 
have the novation feature in view of their trade-for-irade settlement, no significant 
differences in risk management systems are noted between those exchanges with and 
without contract novation. 
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Policy Considerations for Improvement of Clearing and Settlement 


Given the current status of capital market development in the Asian and Pacific 
region, two important observations are in order: first, an increasing number of - 
economies are joining the exclusive club of capital markets with financial 
derivatives; and second, intraregional and interregional capital flows are increasing 
in the form of cross-border portfolio investment. These new developments require 
serious policy considerations for the improvement of clearing and settlement in 
practice. 

Hong Kong, China and Singapore established derivatives markets in 1986. 
These two markets introduced options on individual stocks later, while Korea 
introduced equity index futures and options in 1996 and 1997, respectively; Malaysia 
introduced equity index futures in 1995. Taipei China established an organized 
exchange called the Taiwan International Mercantile Exchange to trade equity index 
futures. With demutualization of stock and futures exchanges and clearing 
organizations, Hong Kong, China; Malaysia; and Singapore are now in a position to 
consolidate two separate clearing entities for the cash market and derivatives market, 
whereas one single entity handles clearing and settlement of both types of instrument 
in Korea. Taipei,China utilizes two separate clearinghouses for financial derivatives 
and the underlying cash markets. Given the diversity of instruments and clearing 
structure in these emerging markets, the US experience in the wake of the October 
1987 market break must be carefully studied for a better, particularly more efficient, 
rsk management system. Harmonization of settlement cycles across different 
instruments, cross-margining, and information sharing between clearing entities must 
be promoted. One of the five recommendations made by the Brady Commission 
(1988) was related to clearing and settlement. It recommended the unification of 
clearing systems across marketplaces to reduce financial risk because (i) no 
clearinghouse is able to accurately assess intermarket exposure among its clearing 
members and among their customers, and (ii) separate clearing also hampers lenders' 
assessment of the risk exposure of market participants and interferes with collaterali- 
zation of intermarket positions. Hence, it was suggested that stocks, stock index 
futures, and stock options be cleared through a single mechanism. ISSA and the US 
General Accounting Office (1990) also made similar recommendations for the 
harmonization of rules and practices to reduce potential risks associated with clearing 
and settlement. A single clearing and settlement mechanism will emerge as a critical 
policy issue in Korea and Taipei,China since these two economies adopted the policy 
of allowing two separate exchanges to manage the equity market and the financial 
derivatives market. It is too early to predict market structure in India, Indonesia, 
Pakistan, Philippines, and Thailand since financial derivatives have yet to be 
launched. 
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In view of the policy recommendations made by a number of studies including 
those of the Brady Commission (1988) and the US General Accounting Office 
(1990) and ongoing consolidation processes of stock and financial derivatives 
exchanges in Hong Kong, China; Malaysia; and Singapore, it is strongly recom- 
mended that a single entity of clearing and settlement be adopted in those economies 
when the financial derivatives markets are created. For Korea and Taipei,China, any 
trade-off between a single entity and multiple clearing and settlement entities must be 
weighed carefully. 

With the volume of cross-border investment increasing, the clearing and settle- 
ment system of each of the domestic markets must be coordinated. The task force 
appointed by the FIBV made four recommendations for improved cross-border 
settlement in the future (FIBV 1989): (i)adoption of international settlement 
conventions as proposed by the G-30, IOSCO, and the European Union; 
(11) establishment of cross-border settlement links among national and international 
CSDs; (ii) immobilization of securities in the issuer's country and transfer by a 
book-entry system; and (iv) listing of foreign securities in their original form. A BIS 
study (1995) on cross-border settlement notes that cross-border trades usually involve 
additional intermediaries (e.g., local agents, global custodians, and international 
CSDs) and their involvement complicates the analysis of risks. Unfortunately, 
domestic and international settlement procedures are not the same and they require 
uniform cross-system treatments. This is one area that calls for immediate attention to 
facilitate international capital flows with a minimum amount of disturbance.’ 


Refer to Rhee (2000a, 2000b) for updated information on postcrisis capital market reforms in the region and 
regionalization efforts. 
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Appendix 


G-30 and ISSA Recommendations 
on Clearing and Settlement 


Recommendation 1: Trade Comparison between Direct Market Participants 

G-30: By 1990, all comparisons of trades between direct market participants 
should be accomplished by t+1. 

ISSA: All comparisons should be accomplished by t+0. Matched trade 
details should be linked to the settlement system. 

Recommendation 2: Participation of Indirect Market Participants 

G-30: By 1992, indirect market participants should be members of the t+1 
trade comparison system. 

ISSA: Indirect market participants should achieve positive affirmation of 
trade details on t+1. 

Recommendation 3: Central Securities Depository 

G-30: By 1992, each country should have a central securities depository 
(CSD) function in place. 

ISSA: Each country should have in place an effective and fully developed 
CSD, organized and managed to encourage the broadest possible direct 
and indirect industry participation. The range of depository-eligible 
instruments should be as wide as possible. Immobilization or demateri- 
alization of financial instruments should be achieved to the utmost 
extent possible. If several CSDs exist in the same market, they should 
operate under compatible rules and practices, with the aim of reducing 
settlement risk and enabling efficient use of funds and available cross- 
collateral. 

Recommendation 4: Trade Netting 

G-30: Each country should study whether a trade netting system would be 
beneficial and, if so, implement it by 1992. 

ISSA: Each market is encouraged to reduce settlement risk by introducing 
either real time gross settlement or a trade netting system that fully 
meets the *Lamfalussy recommendations.” !° 

Recommendation 5: Delivery Versus Payment 

G-30  DVP should be employed as the method for settling all securities 
transactions and should be in place by 1992. 

ISSA: DVP should be employed as the method of settling all securities trans- 
actions where DVP is defined as simultaneous, final, irrevocable, and 


The Lamfalussy Report refers to the BIS report (1990). 
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immediately available exchange of securities and cash on a continuous 
basis throughout the day. 


Recommendation 6: Same Day Funds 


G-30: 


ISSA: . 


All securities administration and settlement payments should be made 
consistent across all instruments and markets by adopting the “same 
day funds” convention. 

No change. 


Recommendation 7: Rolling t+3 Settlement 


G-30: 


ISSA: 


A “Rolling Settlement’ system should be adopted by all markets. Final 
settlement should occur on t+5 by 1990 at the latest and on t+3 by 
1992. 

A rolling settlement system should be adopted by all markets. Final 
settlement for all trades should occur no later than by t+3. 


Recommendation 8: Securities Borrowing and Lending 


G-30: 


ISSA: 


Securities borrowing and lending should be encouraged as a method of 
expediting the settlement of securities transactions. Existing regulatory 
and taxation barriers that inhibit the practice of lending securities 
should be removed by 1990. 

Securities borrowing and lending should be encouraged as a method of 
expediting the settlement of securities transactions. Existing regulatory 
and taxation barriers that inhibit the practice of lending and borrowing 
securities should be removed by 1990. 


Recommendation 9: ISIN Numbering System 


G-30: 


ISSA: 


By 1992, each country should adopt the standard for securities mes- 
sages developed by the International Organization for Standardization 
(ISO Standard 7775). In particular, countries should adopt the interna- 
tional securities identification number (ISIN) system for securities as 
defined in the ISO Standard 6166, at least for cross-border transac- 
tions. These standards should be universally applied by 1992. 

By 1992, each country should adopt the standard for securities mes- 
sages developed by the International Organization for Standardization 
(ISO Standard 7775). In particular, countries should adopt the ISIN 
numbering system for securities issues as defined in the ISO 6166. 


t 
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